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HE agricultural problem—ac- 

tually comprehending a com- 

plex multitude of problems—is 
baffling in the extreme. Increasingly 
competent study in the past twenty 
years has yielded far closer approach 
to correct understanding, but the 
horizon recedes as we progress. The 
experts differ more or less, and there 
are no authoritative authorities. We 
yearn for comprehensive solutions and 
policies, but their formulation has thus 
far defied our best efforts. Here I must 
concentrate on a few things that seem 
to me worth saying, leaving unsaid 
more that I could say and much more 
that no one can yet safely say. 


Agriculture and the Latest Depression 


Businessmen are naturally interested 
to consider how far, if at all, agricul- 
tural conditions were responsible for the 
abrupt and severe business recession 
of the autumn of 1937 and the typical 
but not yet protracted depression that 
naturally followed; and also to inquire 
what bearing agricultural developments 
are likely to have on the business situa- 
tion in the next year or two. 


Let me first give a little résumé of 
history as it is not yet widely written. 
In the first postwar depression, it was 
commonly asserted that business could 
not recover until agriculture did. Actu- 
ally, general business recovery came 
first, and this pulled the farmers out of 
their financial morass. Then it was 
argued that the agricultural depression 
was persisting—wrongly, I think, for in 
retrospect the period 1924-1929 seems 
to have been reasonably “normal” for 
agriculture; and many insisted that we 
could not have lasting industrial pros- 
perity along with agricultural depres- 
sion. In a sense, this was safe to say, 
for no country has yet learned the 
secret of uninterrupted prosperity. In 
the sense in which it was meant, how- 
ever, I think it was false. The period 
was truly one of remarkable progress, 
industrial and general, with agriculture 
lagging somewhat behind, but making 
notable adjustments to changing con- 
ditions. 

There are still those, like George 
Peek, who believe that inadequate re- 
turns to farmers throughout the 1920’s 
eventually constituted a powerful cause 
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of the Great Depression. This, too, 
seems to me false. On the contrary, 
so far as agricultural developments 
contributed to the crisis of 1929-1930, 
the potent factors were overstimulated 
production and accumulated stocks of 
farm products, in this country and 
abroad, under the influence of broadly 
attractive farm prices with changed 
cost levels, government farm relief 
proposals and policies, and bumper 
crops in 1928 generally and in 1929 in 
Europe. Yet there is no doubt that the 
depth and duration of the depression 
of the early 1930's were increased by 
the serious plight of the farmers, here 
and in other lands, and by drastic 
measures which many countries took 
to prevent or mitigate this disaster. 
By 1937, however, under the joint 
influence of government aid in many 
forms, severe droughts in several coun- 
tries, and general business recovery, 
the agricultural depression as such was 
over. The purchasing power of farm 
income (not the dollar income itself) 
in this country was at least up to the 
level of pre-depression years, and in 
several countries 1937 was an unusually 
prosperous year for farmers. Moreover, 
the volume of agricultural output was 
large; for this country the volume index 
of the United States Department of 
Agriculture reached an all-time peak. 
Both factors in combination consti- 
tuted favorable factors for business. 
Of course, price readjustments were 
inevitable in wheat, corn, cotton, and 
other products, as abundance replaced 
scarcity; but these price declines were 
appropriate, not ominous. In my pres- 
ent opinion, no significant contribution 
to the business recession of the latter 
months of 1937 was attributable to 
agriculture. Indeed, the situation in 
1937-1938 was more nearly compara- 
ble to that in 1907-1908, when farm in- 


come suffered from the business crisis 
and depression, but agriculture was in 
such shape that it facilitated prompt 
business recovery. The decline in farm 
income in 1938 was attributable. | 
think, more largely to the industria) 
depression than to important malad. 
justments in agriculture itself: and 
even without the feverish spending op 
behalf of farmers, the year’s reduction 


in farm income would probably have 


constituted no important drag op 


i 


general recovery. In this respect, ignor. 
ing all others, I appraised the near 


outlook favorably in July, 1938, and 


subsequent developments have been 


consistent with that appraisal. 
When I look ahead a year or two, 


however, the picture looks less favor. 


able. Our government and_ sever: 


others are building up stocks of staple 
farm products, here under the decep- 
tive slogan of “‘an ever-normal gran- 
ary,” abroad under the guise of reserves 
against the event of war or other emer- 
gencies. For the time being, this gives 
some support to markets, just as specu- 


lative holding did in the years 


before 1929, and as the Federal Farm 
Board did in 1930 and 1931 and its 


Canadian counterpart then and later 
Conceivably the gamble may succeed 


as the sizable stocks of corn accumt- 
lated under loan in 1933-1934 were 


easily absorbed when drought devas 


tated the crop of 1934. More probably, 
these stocks will hold prices down when 


the farmer has less to sell, and t 


will be the devil to pay when the gov- 


ernment has to bury its “corpses.” Th 
test may come in 1939 or 1940. 


Approaches to Larger Questions 


All this leads naturally to large 
questions: Why can we not find a so 


12 


- 


tion to the agricultural problem? Why 
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we forever be assailed by the however, that much of the disaster, 

































sees slainte of the plight of the farmer? disillusionment, and tragedy of the 
iis Here I must go farther afield. world arises from aiming at excessive 
ai Our world today bristles with prob- goals and impatiently striving to attain 
ble. | . which seem unprecedentedly num- them, individually or collectively. We 
Ist erous and difficult. Actually they are must beware of judging the agricul- 
nal " not; they merely seem so because we tural position by standards which are 
* and sve refined and multiplied ways of — utterly beyond hope of attainment 
ing on seeing them, and are no longer content —_ until the national plane of living has 
a ‘ to leave any unsolved. been radically advanced. Excessive 
= Problems can be set that are insolu- _— goals, I am convinced, are the root of 
r ble—at least with present resources, our utter failure to reach workable 
igt nd in some cases with all the resources solutions of genuine agricultural prob- 
we can ever expect to command. lems, and of the very multiplication of 
j Jabies will always cry for the moon in _ these problems themselves. 
, 1in. Notions of journeys to the moon Agricultural problems can be so 
| belong to the imaginations of defined as to be insoluble, at least so 
manticists,comic-strip producers,and far as we can see. Stability in farm 
ine. But we have learned to fly, production, prices, and incomes, on 
ive formerly impassable stretches levels that everyone agrees are just 
yvater or ravines, and to do other right, are utterly beyond hope of 
‘ yond the range of our earlier attainment. The weather, technological 
ties. Our progress in these direc- changes, and policies of other nations 
; me through working with as well as non-agricultural policies of 
i es of nature, including human our own, conspire to prevent. “ Par- 
and through science and engi- _ity prices” and “parity income”’ for 
ich are beginning to have farmers, as now defined by law, are 
terparts in what some hope- _— economically excessive, and efforts to 
ocial science and social attain them lead not to stable readjust- 
| g, ments but to fresh maladjustments. 
\gricultural problems are perennial. In this field, as in others, we should 
are old, some are new; be satisfied with progress, and not risk 
i but wear new guises. Their disaster by seeking the millennium. The 
legion. Indeed, as we perfect rational procedure is to classify our 
. counterparts of the problems, provide tested solutions for 
| the microscope, and the a few, continue or begin attack on 
seem to have multiplied others, make a few limited experiments, 
lo solve them all simul- develop research on many others, and 
, is hopelessly impossible, and leave many more for the future. 
: t stay solved. Fortunately, The present Administration is to be 
even our prosperity— commended for a number of steps in 
t depend on Utopian schemes these directions, including its vigorous 
ng this. attack on soil erosion, its intensive 
Emersot nce said, “‘Hitch your efforts to develop a constructive land 
gt tar.” There may be ways policy, and its courageous attempts to 
preting this advice that make it open up international trade through 







llow. My observation is, reciprocal agreements. But the Agri- 
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cultural Adjustment Administration is 
devoting by far the major part of its 
funds and energies to price-raising 
measures even when these involve huge 
subsidies to farmers, huge government 
purchases on various bases including 
loan and insurance schemes, and regu- 
lation of farm acreage and marketing 
under substantial penalties. Meanwhile, 
little progress is being made in dealing 
with persistent and serious problems, 
such as those of farm labor and the 
agricultural slums of the Cotton Belt, 
and a dubious “solution” of farm ten- 
ancy problems is being put into effect. 


i 


Current Major Programs 


One of the grave obstacles to success 
in active interposition on behalf of 
farmers is that almost national 
program must rely too much on broad 


any 


aggregates and averages, which fail to 
represent the infinite variety of condi- 
tions on six to seven million individual 
farms of all sizes and types with all 
sorts of farmers. The Administration 
deserves credit for attempting to reckon 
with this multiplicity, but it is not yet 


willing to recognize the limits to 
general programs which are 
ill-fitting 


evasion of inappropriate regulations, 


thus set. 
The result is regulations, 
and terrific waste of Federal funds as 
money is poured out to lubricate all 
parts of the lumbering machine. 

Of the major elements in current 
policy I regard two as ominous: the 
ever-normal granary scheme, to which 
I have already adverted, and the grow- 
ing sul to farmers. I do not 
their 


idies 
question the good intentions of 
idvocates, but there is truth in the old 
saying that “Hell is paved with good 
intentions.” I will not call in question 
the sincerity of their sponsors, though 
I frequently feel that what seem to be 
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political necessities give rise to state. 


ments that their spokesmen realize y 


not bear the scrutiny of those cop. 


cerned only with the truth. But 
subsidy and ever-normal granary | 
cies, like the Farm Board policy, m 


é 


ct 


be judged, not by the intentions ané 


sincerity of their supporters, but 


the way they will presumably work, 


3y subsidies I mean not only 
drafts on the Federal Treasury 
direct payments to farmers, but 


various others designed to raise prices 


of farm products. Because farm leade 


f 


long protested that farmers wanted p 
subsidy, and because the word had a: 
ugly sound to many, the various form; 
of subsidy have been ingeniously called 
by attractive names, such as bene. 
fit, price-adjustment, soil-conservatior 
and parity payments, ever-normal gran- 


ary loans, and surplus-relief purchas 


and the Agricultural Adjustment A¢- 


ministrator and the President hims 


have tried to argue that 


the wor 


‘“subsidy”’ is inapplicable. Whatever the 


success of these efforts, the term fits 


Isn’t it amazing that, with bank 
clogged with loanable funds, and wit 


established Federal 


lending agenci 


more highly developed than ever befor 


in our history, it should be a cardi 


element in current policy for a specia 


Federal agency to lend to farmers 

only on leading staples, such as « 
cotton, and wheat, but on potenti 
any farm product? But, of course, t 
Commodity Credit Corporation 

are not loans in the ordinary set 
They mask effectually 
purchases, with a seller’s optio! 


governn 


repurchase. They are made on 
I 3 


commercial terms, on such bases tha 


the chances of the government ren 
ing the owner are large, not 


They are designed not as extens! 
credit but as price-bolstering de\ 
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that ne 
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government take all the 
‘damn the consequences.” 
the latest program expansions 
er the Federal Surplus Com- 
Corporation, an agency of the 
\griculture. It has entered 
mmodity markets, with 
millions to spend, and is 
the products into the relief 
rely to supplement what the 
vet through other channels. 
; to me the wrong way to do 
‘ds to be done. Whether 
juirements are large or small, 
1 be met as economically as 
If there is buying to be done, 


chasing agency should be sub- 


CeCSS oO! 


he relief administration, or 
n of them. The Department 
ilture can and should facilitate 
meeting the require- 
onomically. But this would 
very different distribution of 

ould result in much more 


ical handling, and would entail 


}/ } 


e 


rations to go as 
undue 


lementary 
vaste. Moreover, 
farm prices would not, as 

v, tend to keep pre duction at 


many businessmen, I do not 
manifestations of “‘govern- 
iness”’ as deserving unspar- 


mnation, threatening disaster 


civilization. Yet there is sense 


the businessman’s prejudice. 
ment as buyer, under such 
nces, is not a shrewd buyer. 


a major consideration; 


nt funds are provided without 


those who do the actual 
econ : ne 

essures, openly political or 

otentially political, constitute 

tor. Another is administra- 

o avoid the appearance of 


ae r . ° . 
sm. Economy in handling is 


consideration, as in private 
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business. Both the buying and the 
handling under government agencies, 
however, are far less inefhcient than 
selling or Here the 
government agency usually “‘botches 
by comparison with private 


other disposal. 


the job,” 
business. It has not the trained person- 
nel, the organization; it cannot get or 
keep them. Its competition is resented 
and feared. Potent political opposition 
is aroused. Some form of dumping is 
thus almost inevitable. So our Federal 
Farm Board found: so other nations in 
recent years have found; so the present 
Administration has found with cotton, 
and so it is likely to find with other 
products that it is now accumulating. 

Before the depression, Mr. Hoover 
was not criticized for saying that the 
country would not begrudge the spend- 
ing of a few hundred million dollars 
in providing a workable solution for 
the problem of agriculture. The country 
did not approve the results of Farm 
Board actions, but I think we did not 
feel too badly about the evaporation 
of its “revolving fund.” During the 
depression, the present Administration 
spent something like 400 million a year 
in more or less direct payments to 
farmers. One might have supposed that 
the spending would be tapered off as 
agriculture recovered. It did not. All 
told, the spending was practically on a 
peak scale in 1937, and it will probably 
exceed a billion dollars in the current 
fiscal year. 

One great difficulty with such spend- 
ing, as with what is collectively called 
pump-priming, is stopping it, and then 
weathering the crisis that sudden stop- 
page tends to bring. Another is the 
sapping of the morale of the recipients, 
and the tendency of the rain of checks 
to influence farm votes. These are even 
more important than the third—the 
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burden of public debt 


that comes in 
its train. 

I must say very little of the attempts 
to control or stabilize production. 
There are crops in which such attempts 
may succeed, at least for a time. There 
are others, such as cotton and tobacco, 
| may within 
regimentation for 


they succeed 


drastic 


in which 
limits by 
which the farmers themselves will vote. 
But even in these cases the undesired 
results will be no less important than 
the desired ones. Our largest crop of 


cotton came in 1937, after years of 
government restriction, and in a year 
in which so-called soil conservation 
measures were applied to keep it in 
check. Cotton prices in 1937-1938, in 
spite of currency and 
Commodity Credit Corporation loans, 


were around 50% of the 16 cents which 


devaluation 


the Federal Farm Board considered in 
October, 1929, a ruinously low price. 
With cotton consumption at 
practically record United 
States participation has dras- 
tically cut. These are not unrelated to 


world 
levels, the 
been 


our cotton policies since 1929. 

There are other crops in which pro- 
duction controls will not work well. 
The short corn and wheat crops of 
1934 were the shorter because of gov- 
ernment restraints. On the other hand, 


1935 


| + . . 
the wheat crop 
ite of certain restraints. 
lat in both 1937 


sown CX- 


of 1937 and 
were large 1n sp 

1 : 4 all ] 
Indeed, it is amazing tl 
and 1I19%58 our wheat acreage 
planted for 


] 
peak acreavge 
+ 
ler utterly different 


C condi- 
tions. | believe the a reage was so 
large in part because of the stimulus of 
current prices well below official parity 
levels, coupled with virtual assurances 


ild be 


of, with loans, parity payments, 


that the growers wo taken care 


and 
otherwise, if big crops resulted. Now a 


yt 
drastic 


acreage is involved 


ut in wheat 
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—even though made less drastic be- 
cause of fears of political repercussions 
if the earlier formula had been applied, 
No one can tell how it will work. but 
past experience gives no reason to ex- 
pect it to work well. 


[nterrelations of Agriculture and 
Business 

Businessmen are necessarily con- 
cerned with the condition of agri ulture 
in general as well as with the volume of 
and price of particular farm products. 
Broadly speaking, agriculture has a 
threefold importance for business: as a 
source of materials for processing and 
consumption; as a source of commodity} 
movements requiring handling, trans- 
portation, financing, and processing; 
and as a source of purchasing power 
of farmers who buy the products and 
services of other groups. The unques- 
tionable interdependence of busines: 
and agriculture needs no emphasis { 
me. Rather I must 
erroneous or exaggerated inferences 
this subject that are often expressed by 
businessmen themselves. 

For years economists have called at 
tention to the close correspondence 


protest certain 


the postwar years between indexes 
industrial pay rolls and of farm income 
Even in monthly series the divergenc 
are usually not striking. Often the 
inference is drawn that to increase t! 
farmers’ purchasing power is to 

the most powerful lever for raising th 
level of business prosperity and we 
being of all. 

Indeed, it is often stated, as if ax 
matic, that agriculture is “ful 
mental,” ‘“‘the basic industry,” 4! 
that farmers are ‘“‘the backbone o 
nation.”’ Once these statements 
almost literally true, and in some area 
they are still broadly true, though 
no means all of their implications wer 


+ + 














Generally today, such state- 










3 a 
ions ire extremely misleading, in 
ied of the elements of truth they 
but n. It is primarily the rise of other 
ex. es and occupations that has 
| evolutionary advances in our 

of living, and these have 

declines in the relative num- 

importance of agriculture and 

n- So far as we can see, these 

| continue. One of the harsh 





these postwar years is that 
try and the world at large 
farmers than there tend 
Increased efficiency in farming 
abroad, reduced per capita 
of important farm staples 
eat and horses, greater at- 
in farm life accompanying the 
tization of the telephone, the 
e, the tractor, the radio, and 

- these are among the factors 
for the much-discussed 

ral surpluses and the matter 
farmers”? which is usually 















+ 
e 


to discuss. 
nnual drift from farming into 
pations, partly offset by a 
ement to the farm, indi- 
this surplus, like others, 
inds ways of being absorbed. 
to the latest official esti- 










‘number of persons on farms 
in 1921-1929 by 1,600,000 or 
le the total national popula- 
1} SG, Thie waed 
1 by 14%. This was doubt- 







the conditions of the 
ent in farm prosperity in 
insatisfactory though that 






farm spokesmen then. Dur- 





Great Depression, however, the 





ame a refuge for many out of 





the nine-year loss was soon 





recovered. As business im- 





30,169,000. Crops and Markets, 
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proved, public policies of various kinds 
have helped to prevent another net 
reduction of the farm population, and 
the current estimate for January I, 
1938, is not far below the prewar peak 
of about 32,100,000.? Even so, the 
farm population constituted nearly 
of the total in 1910, and under 
25% of the total today. There is no 
prospect that so large a farm popula- 
tion as we now have can earn a satis- 
factory living from agriculture. 

Much has been loosely written of the 
importance of establishing and main- 
taining a right balance between agricul- 
ture and industry. Any such true 
balance, however, is not a static propor- 
tionality, but a shifting one, in which 
social forces are inexorably reducing 
the proportion in agriculture. Farmers, 
blind to the basis and power of these 
forces, naturally cry out against such 
outcome. But governmental efforts to 
resist these forces obstruct the attain- 
ment of a new equilibrium without 
restoring conditions satisfactory to 
farmers. 

Are there other opportunities? Is 
the doctrine of “work for everybody” 
obsolete? Are we doomed to a new 
type of overpopulation? There are 
those who doubt whether there is work 
enough to go around, and whether 
there are occupational outlets for what 
I harshly call “‘surplus farmers.” 

The persistence of industrial and 


~ O7 
35% 
O7 

c 


commercial unemployment on a large 
scale seems to give the lie to the 
economist who urges that there is more 
than an abundance of work for every- 
one to do, if only the workers want 
work and find what people want done 
and are willing to pay for. The issue 
is important, for if there is only a 





was 1% below the average for the five calendar years 


1910-1914 (31,770,000 compared with 32,097,000). 








J 


limited amount of work to be done, 
there must be surplus workers in many 
lines and there are limited outlets for 
surplus farmers. In times of depression, 
this is temporarily the case. If the 
condition persists, however, it means 
that individual initiative is sadly lack- 
ing or that barriers are obstructing the 
absorption of workers in old or new 
lines. The existence of such barriers is 
undeniable, and their removal is of 
vital importance for the satisfactory 
functioning of our society, and in 
particular for the solution of agricul- 
tural problems. 

I will mention only two examples of 
these barriers. One is  trade-union 
limitations on entrance into trades and 
insistence on wage rates so high as to 
reduce wage incomes and overstimulate 
replacement of labor by machinery. 
The other is a public-relief system so 
operated that many can and do shy 
away from employment on terms that 
they do not like, and lie down on the 
public rather than use their initiative 
and enterprise. I believe in trade 
unions. I believe that entrance of the 
Federal government into relief was 
economically proper as well as politi- 
cally inevitable. But these short-sighted 
abuses of both constitute barriers to 
normal adjustments between the sup- 
ply of labor and the demand for it. 
Among other things, such _ barriers 
constitute obstacles to the rational 
solution of a basic farm problem. 

Bear these things in mind as you 
hear or voice the pleas for “fair”’ prices 
for farmers and a “‘fair’’ share of the 


hem. No one 


national income for t 
wishes to oppose fairness or endorse 
unfairness. Yet it is incontestable that 
notions of what is “‘fair’’ have been 
set impossibly high. The basic reason 
why farm prices and incomes have 
averaged no higher, over a run of years, 








126 Harvard Business ‘Review 


is that farmers’ goods and services are 
available in larger quantities than 
people are willing to pay for at rates 
the farmer wants to get. Prices and 
incomes low in money terms are 
society's way of putting pressure on th, 
weaker farmers to quit. If this form of 
pressure is lifted, some other form of 
pressure, here or elsewhere, must be 
exerted. When Congress sets the goals 
of farm prices and farm incomes at 
figures far above current economi 
normals, as it has done, it not on 
creates insoluble problems. It als 
forces the adoption of drastic measures 
certain to fall short of the goal. whi 
in turn create fresh problems comp! 
cated of solution. No one has yet 
seriously proposed that measures 
regulate acreage, farming procedure 
production, and marketing be reir 
forced by regulation of the entran 
into and exit from farming, but the 
are logical further strands in the tig 
ening web of regimentation. 

In conclusion, let me say that [ an 
not a catastrophist. I believe that 
national strength is sufficient to weat! 
economic storms and political blund 
of major dimensions. I am disturb 
that excessive stocks of commoditie 
are being built up, that false ideas 
normal are being cultivated in farmers 


1 
} 


minds, and that public funds are being 
poured out in such fashion as to 
serious harm along with the good at 
to make the farmer’s financial welfare 
seem to depend more on how he \ 
than on how he farms. I believe t! 


+ 


several official goals are worse than 


attainable, but I do not believe that « 
genuine agricultural probiems are in- 


soluble. Our resources for solving them 
in men, money, ideas, and machinery) 
were never larger. Genuine prog 
ress is being made in some directions 


rhe}, 


3ut I consider that in certain othe 


ul 


an 


; 
1 
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ur current policies are being 


lirected, in ways that multi- 


Lill 


ienify our problems, and in 


t exhaust our expert personnel 


even frenzied efforts to 


travagant programs or cope 


with emergencies unnecessarily created. 
In this field and in others, signs of a 
turn toward greater sanity and wisdom, 
a turn from political expediency to 
long-run workability, are to be pro- 
foundly welcomed. 

















REGULATORY TAXATION 


BY ALFRED G. BUEHLER 


MERICAN governments have 
long employed taxation for the 
dual purpose of raising revenue 

and regulating economic developments. 
In recent years the nonfiscal uses of 
taxation have become more important, 
especially as a phase of the extensive 
Federal program of regulation and re- 
form. The late excursions of the 
Federal government into the field of 
regulatory taxation have aroused much 
business opposition because of their 
interference with traditional business 
policies and functions. 

When the National Small Business 
Men’s Association endorsed the princi- 
ple of “taxation for revenue only” 
at its convention on September 16, 
1938, it | 
ment of big as well as small business. 
Not long after this declaration of 

he small enterprises, a 


srobably expressed the senti- 


policy by 1 
representative of the manufacturing 
industries in a leading eastern state 
contended at a public conference that 
“Any tax with a social or economic 
end works badly.” The almost uni- 
versal condemnation of the _ undis- 
tributed profits tax throughout the 
world of business before its revision 
in 1938 indicated the prevailing opinion 
among business executives toward much 
f 1e recent Federal regulatory taXxa- 
tion. On the other hand, some of the 
regulatory taxes have been supported 
by the business interests that have 
found these taxes to be favorable to 
their welfare. 

Many observers have been alarmed 
by the Federal extension of regulatory 
taxation. Attempts have been made 


to curb corporations with changes in 


the normal profits tax, the re-estab- 
lishment of the excess profits tax, and 
the initiation of the undistributed 


profits tax. Heavy blows have beep I” 
struck at the inequality of wealth and D 
income with high-rate income and 
estate taxes. Preventives of business 
fluctuations have been sought in tax the 
reforms. Taxes were placed upon 
the excess production of cotton and extel 
tobacco, as a part of the agricultura 

control program. The Bituminous Coa 
Conservation Act of 1935, later found 
unconstitutional along with the Agri- 18 
cultural Adjustment Act, was to have 
been enforced under the penalty of a 

tax upon coal at the mine. The credit 

against the Federal excise tax uy 

employers was devised to coerce 

states into adopting unemployment e 
insurance systems. 

President Roosevelt has energetica t 
led Congress into the field of regula- . 
tory taxation. He regards it as a { t 
tive force in his program of socia 
reforms. In his messages to Congress 
he has spoken of the disturbing effects < 
of the great inheritances of wealt! 
and power and of the duty to imp e 
high income and estate taxes in coping 
with the problems of unequal weal 
and income. The President has 
posed taxation as a method of regulat- elle 
ing the larger corporations, preventi! rail 

F 


monopoly, and preserving the smaller 
enterprises. He has attacked holding 
companies and corporate surpluses 
and has promulgated reforms in taxa 
tion for striking at both. He also saw 1! 
the undistributed profits tax an inst 
ment for the transfer of corpo! 
control to the small stockholders 
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the Federal government has under- 
taken a more extensive use of taxation 
for these purposes, and far-reaching 
social reforms have been promulgated 
with the aid of taxation. The New 
Deal tax theory may appear to be 
revolutionary to some observers be- 
cause of its pronounced departure from 
the conservative tax theories of the 
1920's. The conservative point of view 
was clearly expressed by the then 
Secretary of the Treasury Andrew 
W. Mellon, who declared, ‘‘ Taxation 
should not be used as a field for 
socialistic experiment, or as a club to 
punish success, but as a means of 
raising revenue to support the Govern- 
ment.”? Even during the Republican 
regime that prevailed before 1933, how- 
ever, the protective tariff was accepted 
as an institution, and numerous regula- 
tory taxes were employed by American 
governments. 

It is probably correct to state, on 
the other hand, that the chief purpose 
of American taxation in general has 
been the raising of revenue, although 
the incidental effects of taxation have 
usually been cited in defense of or in 
opposition to it. All taxes have some 
economic effects, whether they are 
employed for revenue or nonrevenue 
purposes. From the strict revenue 
standpoint it has been an accepted 
policy that taxes should interfere as 
little as possible with the economic 
organization and existing institutions. 
Those who envision the use of taxation 
for regulation and reform, however, 
consider the minimum injury principle 
of taxation to be inadequate and would 
follow the principle that taxation, as a 
positive social force, should directly 
contribute to the general welfare and 






taxation. 
2 See Secretary of the Treasury, Annual Report, 1924, 
p. 4. 
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social progress. From this latter point 
of view, the best tax is not the one 


1 
r) 
il 


which raises a given sum of revenue 
with the least social injury, but the 
tax which results in the maximum social 
gain, or works the greatest social good 
instead of the least social harm. 

It is in keeping with the facts of 
fiscal history to recognize that taxa- 
tion has frequently been employed for 
social purposes, whether this practice 
is justified or condemned. ‘Taxes are 
levied not only under the taxing powers 
of governments but also under the 
regulatory powers, known as the police 
and commerce powers. A tax as a 
revenue measure is a compulsory con- 
tribution for the support of government 
that is apportioned according to the 
legal requirements concerning taxation, 
but a tax for regulation or reform is 
imposed for other purposes of a public 
nature than the financial support of 
government. The conservative finan- 
cial doctrine that taxes should be 
utilized only for raising revenue has 
tended to give way to the theory that 
incidental social purposes are permissi- 
ble in taxation. Recently the belief 
has gained ground in many quarters 
that taxation may properly be em- 
ployed to stabilize economic conditions, 
limit the growth and power of large 
corporations, equalize wealth and in- 
come, and generally extend the influ- 
ence of collective over individual action. 

The revenue and regulatory uses of 
taxation have frequently been in con- 
flict with each other. To some extent 
this conflict is fundamental and inher- 
ent, but it results partly from the abuse 
of taxation for social purposes that is 
inevitable when the end being pro- 
moted by taxation fails to contribute 
to the general welfare or when taxation 

] 
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is relatively ineffective in furthering 


worthy social projects. Certain it is 


that some high government officials 
and the public in general appear 

be confused concerning the proper 
uses of regulatory taxation. Much of 
our taxation for social purposes has 
sacrificed the general welfare to th 
interests of particular groups or classes, 
has been ineffective in accomplishing 
the social reforms for which it was 
adopted, or has tended to defeat the 
social objects in view. On the othe; 
hand, the suppression of state bank 
notes by a Federal tax in 1866, th 
coercion of the states into inheritanc 
taxation in 1924 by the adoption oj 
a credit against the Federa 
tax for state death taxes, and tl} 
restrictions placed upon the sale 

phosphorous matches, narcotics, and 
firearms by the levy of Federal tax 
are frequently cited as illustrations 
of the proper use of regulatory taxati 
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The Principles of Regulatory Taxatior 

It is feasible, from the economi 
standpoint, with which we are he: 
chiefly concerned, to formulate sound 
principles of regulatory taxation, and 
to distinguish them from the principles 
of revenue taxation. The two funda 
mental principles of revenue taxati 
are adequate productivity and a just 
apportionment of both the monetar 
and the nonpecuniary burdens of taxa- 
tion. Because regulatory taxation 
not, strictly speaking, intended 
raising revenue, the requirement 
productivity becomes of incidenta 
importance as compared with justic 
In the broad sense, justice must | 
interpreted to refer to the effects 
taxation upon the general welfare 0! 
the social good. 

A tax may logically be emplo; 
for regulation and reform only whe! 
(1) it promotes a socially desirabl 
objective and (2) does this m 
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prohibitive tax upon state bank notes 
was upheld even though such a tax 
would obviously yield no revenue and 
was purely regulatory. But the Court 
has declared taxes to be invalid when 
Congress over-reached its power and 
invaded a field reserved to the states, 
as illustrated by the unfavorable deci- 
sions upon the tax designed to elimi- 
nate products made with child labor 
from interstate commerce and the tax 
employed to enforce the coal produc- 
tion codes under the 1935 law, when 
Congress was found to be regulating 
intrastate commerce. 

As Chief Justice Marshall indicated 
in 1819 in the case of McCulloch v. 
Maryland, when the State of Maryland 
attempted, by taxation, to discrimi- 
nate against the notes of a branch of 
the national bank, the power to 
impose regulatory taxation involves 
the power to destroy. Within the limits 
of the Federal and the state constitu- 
tions, regulatory taxation may be 
exercised in a destructive manner. 
The decisions of the Supreme Court 
appear to indicate, for example, that 
the states may suppress chain stores 
by regulatory taxation if they wish. 
Similarly, Congress may have the 
power to curb the growth of corpora- 
tions and to equalize the advantages of 
large- and small-scale enterprise by 
taxation in dealing with the monopoly 
problem as it regulates interstate 
commerce. 

The restraints of the courts have not 
prevented governments from using 
their regulatory powers for the advan- 
tage of particular industries and inter- 
ests and to the detriment of consumers 
or the public at large. The fact that a 
regulatory tax is constitutional does 
not mean that it is economically 
sound or advantageous to the general 
welfare, as a brief excursion into the 
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history of the protective tariff, the 
oleomargarine taxes, the chain store 
taxes, and other measures will reveal. 
Governments have the constitutional 
right to be wise or foolish, as they 
prefer. Hence one may find examples 
of the proper use as well as the abuse 
of the regulatory powers of govern- 
ments, if he interprets abuse to in- 
volve uneconomic or socially injurious 
activities. 

The Regulation of Corporations 

It is our purpose here to appraise the 
current theories of regulatory taxation, 
especially as they apply to corpora- 
tions.‘ Corporations have long been 
subject to state charges for the special 
benefits they are presumed to enjoy 
from their form of organization. They 
are liable for state incorporation and 
entrance charges, capital stock, corpo- 
rate excess, and corporate net income 
taxes. Some of these payments are 
small and are not highly onerous, 
others are more serious in their burdens. 
The various privilege taxes imposed 
upon corporations reflect, to some 
extent, the popular hostility to corpo- 
rate abuses, the resentment in certain 
quarters against their growth, and a 
conviction that they require public 
regulation. It is also realized that 
corporations may enjoy large sales, 
possess much taxable property, earn 
substantial profits, and be able to pay 
large sums in taxes. 

More recently the Federal govern- 
ment has become highly critical of the 
larger corporations and has sought to 
check the concentration of industrial 
control in their hands. Corporations 
in general have been blamed for 


¢ Such an appraisal, it should be noted, is an expression 


of opinion. It will not be possible within the limits of 
this paper to present an exhaustive analysis of the 


results of regulatory taxation. Rather, conclusions will 


be drawn in the light of the available evidence. It is 





creating depressions by withholding 
their earnings from dividend distriby. 
tions and by accumulating excessive 
investments. The undistributed profits 
excess profits, and graduated norma! 
profits taxes have therefore been jm. 
posed, in conjunction with the personal 
income and estate taxes, not only 
for raising revenue but also as instry- 
ments for coping with monopoly prob- 
lems, for the prevention of oversaving. 
the regulation of corporate financing. 
the lessening of inequalities in personal 
incomes, and the solution of othe; 
social problems. The Federal system 
of corporation taxation has been justi- 
fied (1) as a means of collecting 
premium from corporations because 
of their peculiar advantages and (2 
as a penalty for their abuses in order 
to prevent the continuance of th 
abuses. 

It must be admitted that the corpo 
tion is peculiarly adapted to large-scale 
enterprise because of the advantage 
limited liability, its operation on the 
principle of delegated management, and 
the possibility of raising large amounts 
of capital. Under certain circumstances 
some savings may also be enjoyed i 
taxation, as when a corporation retail 
its earnings and avoids the higher rat 
personal income taxes. The individua 
proprietorship and the partnership, 
however, are also advantageous for par 
ticular types of enterprise that call 
a small, flexible, and simple organiza- 
tion. These forms of conducting busi- 
ness, moreover, are exempt from the 
peculiar taxes that are levied only up 
corporations, and the personal income 
tax rates are much lower than the « 
poration income tax rates when t! 
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recognized that the problems of regulatory taxat 
are highly complex and that the long-run efi 
the recent regulatory taxation may not yet be 
visible. 
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The regulatory theories, with special 
taxes for corporate as contrasted with 
noncorporate business, have a strong 
political appeal because they permit 
the many small and politically impor- 
tant noncorporate undertakings to es- 
cape with lower rates of taxation than 
the corporations, and also provide more 
lenient treatment for the smaller than 
the larger corporations. 

The tax laws have been tightened up 
in several directions in recent years to 
bear down heavier upon the larger cor- 
porations, both to regulate them and 
to procure greater revenues. The excess 
profits tax was revived in 1933, as an 
adjunct of the capital stock tax, to 
strike at monopoly profits while raising 
additional revenue. The rates of the 
normal profits tax were graduated in 
1935 so that the larger income cor- 
porations would pay a higher tax rate 
than the smaller income corporations. 
The undistributed profits tax was intro- 
duced in 1936 to force the large corpo- 
rations in particular to pay out more 
of their earnings in cash dividends. 
In the meantime, the consclidated re- 
turn had been abandoned in 1934, 
except for the railroads; intercorporate 
dividends became partially taxable; 
holding companies were subjected to 
heavier taxation; and a more rigorous 
administration scrutinized the large 
corporations more carefully to force 
them to pay greater taxes. 

The heavier taxation of so-called big 
business was one phase of the campaign 
against wealth and the concentration 
of personal incomes and _ industrial 
power. Because relatively few cor- 
porations are really large, political 
sport may be made of them by an 
administration that seeks support from 
the ‘“‘little fellows.”” Thus regulatory 
taxation may be employed for politi- 
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cal strategy as well as for business 
regulation. 

If sound logic demands regulatory 
taxes upon corporations, particularly 
the larger ones, for their abuses and 
weaknesses, the same logic should also 
require regulatory taxes upon non- 
corporate establishments because of 
their weaknesses and abuses. If the 
principle is economically valid, more- 
over, that the advantages which cer- 
tain undertakings possess over others 
should be offset by taxation, then 
this same principle should be applied 
throughout the whole field of industry, 
with the consequence that tax differ- 
entials, or handicaps, would com- 
pletely equalize all advantages arising 
from size, efficient management, the 
peculiar form of organization, and other 
sources. Not many of the advocates of 
regulatory taxation would extend it to 
this ridiculous extreme, yet many of 
them would go a long way toward this 
objective by establishing, through taxa- 
tion and other controls, a static indus- 
trial society in which business concerns 
would tend to be of a similar size and 
the control of industry would not be 
concentrated with a relatively few large 
corporations. The economic forces that 
contribute to large-scale enterprise 
would be checked, and small-scale en- 
terprise would remain as a concession 
to their political power. 

The fundamental weakness of such 
regulatory taxation is that it fails to 
single out the bad, or socially undesir- 
able, corporations, but rests upon all 
the corporations subject to it uniformly 
on the careless assumption that all cor- 
porations, or all large corporations, are 
antisocial and should be curbed or 
taxed out of existence. One cannot 
measure the injury to social welfare 
from business activity by the size of 
the investment, the amount of the 


net income, the rate of the return op 
the investment, or any other mechan- 
ical or objective factor, since business 
abuses do not vary in any definite ratio 
with such factors, but are relative to 
the particular and changing circum- 
stances of business enterprise. They 
depend largely upon the type of man- 
agement and the individual character- 
istics of each undertaking, large or 
small, corporate or noncorporate. 

A corporate enterprise with no net 
earnings or with a low rate of return 
on the investment may be a more 
serious social problem than a corpora- 
tion with large net earnings and a 
high rate of profits. Taxation is not a 
selective agency of regulation. It pun- 
ishes the good and the bad indiscrim- 
inately for the sins of the latter, even 
though the sinners may be a small 
group as compared with the great 
majority who have good intentions and 
who conduct themselves with due 
decorem. Where business requires strict 
government regulation it can best be 
applied, in the writer’s opinion, by 
strong regulatory commissions em- 
powered to enforce effectively the 
proper regulatory legislation with the 
support of the courts. 


Chain Store Taxation 


The crusade against large-scale en- 
terprise has recently taken the form 
of punitive chain store taxes in nearly 
half of the states. The purpose of these 
taxes is to handicap the chain organiza- 
tions and to drive them eventually out 
of business, so that the retail markets 
may remain for the small independent 
merchants and those who distribute 
through them. Congressman Patman 
is endeavoring to secure a national 
chain store tax law in Congress in his 
campaign to uproot chain store mer- 
chandising. The chain store taxes have 
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tion profits taxes that noncorporate 
undertakings escape. A single pro- 
prietor or a member of a partnership is 
allowed personal credits on his busi- 
ness income, but such credits cannot 
be deducted from the profits of a cor- 
poration to determine its taxable in- 
come. The rates of the Federal personal 
income taxes on proprietors and part- 
ners, moreover, will be much lower 
than the corporation profits tax rates, 
unless the owners of noncorporate con- 
cerns have relatively large incomes. 

If chain stores are detrimental to 
the welfare of the consumers and the 
public at large, they should be prohib- 
ited, but the chief criticism against 
them is that they attract some cus- 
tomers away from the independent 
merchants. The latter have retaliated 
with demands for discriminatory chain 
store taxes. The consumers are patient 
beasts of burden, but there may be a 
limit to their endurance. The regu- 
latory taxes which force consumers to 
trade with the higher cost merchants 
and raise their living costs will en- 
courage them to form consumers’ coop- 
eratives for their own defense, or may 
induce them to consider the advantages 
of socialized industry. The punitive 
chain store taxes thwart improvements 
in marketing and impede social prog- 
ress because it is unpleasant to the 
small merchants who cannot or will 
not become more efficient. The chain 
stores should, of course, be obliged to 
observe the rules of fair competition 
and should not be permitted to engage 
in antisocial practices. Their regula- 
tion by the Federal government can be 
exercised far more effectively through 
such agencies as the Federal Trade 
Commission and the courts, however, 
than through the medium of the crude 


discriminatory taxes. 
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The comparative desirability of 
small- and large-scale enterprise is de- 
batable, but the general welfare should 
be given the most weight in the con- 
troversy over the merits of big busi- 
ness. If regulatory taxation is extended 
to its potential limits, it will throttle all 
incentive to greater efficiency, and 
business will stagnate while consumers 
find their purchasing power decreased 
by higher costs. The whole world has 
witnessed a trend toward large-scale 
production. Not only has the big busi- 
ness unit grown and thrived under 
capitalism, but it would also remain if 
industry were completely socialized, if 
one may judge from Russian experience 
and the history of consumers’ coopera- 
tives. Where large-scale enterprise is 
economically sound and advantageous 
to the general welfare of consumers 
and the public at large, it should not 
be punished by taxation merely be- 
cause politically important small enter- 
prises suffer from its success. 

One may readily grant that the 
weaknesses and abuses of large-scale 
enterprise should be minimized, where 
possible, by government regulation. 
But regulatory taxation hits the de- 
sirable and the undesirable corpora- 
tions alike. It penalizes the efficient 
large corporation along with the in- 
efficient, the responsible management 
along with the irresponsible manage- 
ment. Bigness is punished because 
the issue of large-scale production is 
surveyed through the eyes of the com- 
plaining small enterprises without re- 
gard for the welfare of the consumers 
and the public at large. Public regula- 
tion should be directed against bad 
business, whether it be large or small, 
and not against either big or little busi- 
ness. But the political considerations 
are frequently given more weight than 
the economic in formulating regulatory 


evieWw 


tax measures, and the punishment of 
the larger corporation results from the 
desire to win the political support of 
those who invest their capital and 
labor in the small establishments. 


Economic Stabilization 


Regulatory taxation has also been 
proposed and to some extent employed 
recently as a means of securing greater 
economic stability, preventing depres- 
sions, and slowing down Over-rapid 
booms during prosperity. The general 
end in view here is praiseworthy and 
is in harmony with the general welfare. 
It has become a popular theory that 
taxation may promote stabilization by 
lessening inequalities in the distribu- 
tion of wealth and income, by pre- 
venting oversaving and overinvesting 
and thus overproduction, and by stim- 
ulating consumption. It is believed that 
commodity taxes should be avoided be- 
cause they burden consumption, but 
income, profits, and death taxes would 
be extended because they tend to divert 
funds from saving into consumption 
Nearly everyone agrees that it woul 
be desirable to lessen economic inse- 
curity. It is not so certain, however, 
that taxation at present may be used 
successfully as an influence of great 
importance in a program of econom 
stabilization. 

The importance of maladjustments 
in saving, investment, production, di 
tribution, exchange, and consumption 
upon business cycles is debatable. The 
problems of the business cycle are 
highly complex, and there is much dis- 
agreement over the causes and 
cures among business cycle theorists 
To some extent these maladjustments 
appear to be causes of economic f 
tuations; to some extent, results. [1 
coping with the problems of busines 
cycles governments are therefore 
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security have dominated the 
al stage, the Federal government 
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regulations and reforms. The undis- 
tributed profits tax is an outstanding 
illustration of the unsettling effects of 
taxation, in the short run, at least, 
upon the economic organization. The 
business world was stunned by the 
announcement of the President in his 
message to Congress on March 3, 1936, 
that he desired the repeal of the existing 
corporation taxes and the substitution 
in their place of an undistributed profits 
tax that was defended not only as a 
revolutionary revenue change but also 
as a tax with far-reaching regulatory 
possibilities. In the discussion of the 
undistributed profits tax that followed 
it became evident that the leaders of 
the government sponsored the tax pri- 
marily as a revenue device, but also 
because they believed it would be use- 
ful in lessening corporate saving, in- 
creasing economic stability, equalizing 
the advantages of the large and small 
corporations, giving the small stock- 
holders more voice in corporation man- 
agement and in obtaining more liberal 
dividends, permitting the government 
and its regulated financial markets 
to control corporation financing, and 
checking the concentration of wealth 
and industrial control in the hands of 
the few. 

Subsequent history appears to indi- 
cate that this tax, along with the capi- 
tal gains tax and the highly graduated 
personal income and estate taxes, 
exerted a depressing effect upon busi- 
ness.° Under its pressure, the percent- 
earnings declared 
to phenomenal 


age of corporate 
in dividends soared 
heights. The recent Federal tax pro- 
gram has discouraged saving and in- 
vestment and has driven capital away 
from industry into tax-exempt govern- 
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ment securities. Instead of preventing 


further depressions, as some of the advo- 
cates of the undistributed profits tax im- 
plied might result, the tax, along with 
other unfavorable forces, helped to pre- 
cipitate the business recession that broke 
in the summer of 1937. In using the 
undistributed profits tax for stabiliza- 
tion purposes, the government failed to 
lopt a policy of flexible taxation so 
he pressure of taxation could be 

with changing business condi- 
Instead, the tax rate was fixed 

at a high level to drive out corporate 


earnings so that they could be reached 


with the progressive personal income 
[he punitive tax applied the 
business upswing too 


and harshly, as revenue and 


1 
to tne 


regulatory tax policies conflicted. The 
omplexity of the undistributed profits 
tax, and the intense hostility on the 
part of business to it, further aggra- 
vated the situation. 

The excess profits tax has also been 
frequently proposed as a business sta- 
bilizer that would slow down booms 
and discourage business in runaway 


periods. There is much to be said for 


rofits taxation, as there is for 
ributed profits tax, from the 
‘he rate of the 
of all single fac- 
measures the so- 

he ability of business 
pay taxes. This collec- 
should ne 


tt be confused, as 
happens, with the individual 
the owners to pay taxes, 
tt be measured with refer- 
total net income or the 


turn of an undertaking, 


° ] 1 ° 1 ° 1 
judged in the light of 
umstances. 

ess profits tax may seem sult- 


] 


he regulation of the final net 


iness undertakings, but 
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the administration of the tax involve 
great difhiculties. The accurate Valua. 
tion of corporate investments, so tha 
the rate of return upon them may }y 
computed, would be a very costly ané 
perhaps impracticable procedure in th 
light of American and foreign experi. 
ence with the tax. The inequalities and 
the unsavory history of the general 
property tax also shed light upon th 
complex and baffling problems of yal. 
uation. Another serious problem is t 

determination of excess profits, which 
should be distinguished from the paper 
profits arising merely from the change; 
in the general level of prices. The rate 
of return in a single year is not a fair 
index of the earnings of a_ business 
since the earnings may fluctuate wid 

and the high profit rates of good ye 

may be offset by losses or low pr 

rates of bad years. 
should, therefore, be computed 
reference to average conditions 0) 


Excess prot 


period of years. 

The American excess profits 
have been makeshifts that rested u 
crude and inaccurate valuations. | 
war tax was abandoned in 1921 large! 
because of its complexities and 
collosal valuation problems it created 
The Federal government has emp! 
the excess profits tax chiefly for reve 
and has not seriously endeavored 
regulate general business condit 
with it. The tax penalizes young 
growing corporations and other 
ventures where the rates of retur! 
highly variable, since it hits ther 
their peak years, while corporat 
with relatively stable earnings, bul 
with an average rate of return as | 
or higher, may pay no excess 
tax. Some persons believe that un 


rates of return are unearned b 
they result from monopoly, lu: 


other abnormal conditions. As | 
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»-enterpl ise exists, however, some 


1 


] 


Vil 


nay 


) 


be more profitable than 
-called excess profits may 
irable or undesirable, de- 


on the conditions under 


re obtained and their eco- 


\n excess profits tax, 


ly. can make no distinction 


.d and the bad excess 


must penalize them all 


income, profits, and es- 


e been defended as de- 


en saving and investment 


ite the processes of pro- 
ution, exchange, and 
The desirability of such 


1 its effects are still con- 


xperience may show, how- 


y 


’ 


ese taxes can not only 
‘venue during pros- 
» at the same time 
wn dangerous business 
taxation is to be em- 
‘ly as a business stabi- 
be coordinated with 
rrowing, spending, and 
if a control program 
counter to them. If 


irements are not to de- 


ive of greater stabil- 
considerations must 
to the regulatory 


is that arise in the effort 
mic instability by taxa- 
us and complex, and 
not been successfully 
incertain what weight 
to balancing the budget 


1eeds, and to what extent 


il 


ound financing should be 


ler to promote the pro- 


tabilizatic yn. Certainly eco- 


+ 


ty cannot long rest upon 


instability of govern- 
problems also arise in the 


choice of the taxes for stabilization 
experiments, the time to apply the in- 
creased or the decreased pressure of 
taxation, and the amount of the tax 
pressure to apply. If the taxation and 
other fiscal policies of governments are 
not properly employed, they may en- 
gender instability rather than stability. 
The Federal income and profits taxes 
introduced after 1933 thus appear to 
have had unsettling effects upon the 
general course of business. Some ob- 
servers believe, however, that the 
long-run effects of recent Federal tax 
policies have tended toward stability 
even though the short-run effects were 
contrary, because the recent taxation 
is regarded as having reduced excessive 
saving and investment and as tending, 
in the long run, to minimize the 
maladjustments in production and 
consumption. 


Other Effects 

Some brief comments may be made 
here upon the use of taxation for les- 
sening the inequalities in incomes be- 
cause of its close connection with the 
regulation of business. The taxes cus- 
tomarily utilized for equalizing in- 
comes are the progressive income and 
estate taxes. Economists have long 
recognized that extreme inequalities in 
incomes have undesirable effects, and 
have quite generally agreed that a more 
equal distribution of incomes would be 
socially advantageous because it would 
raise the mass level of living. Some 
students of business cycles, as pre- 
viously stated, believe the inequalities 
of income should be reduced in order to 
mitigate cyclical fluctuations. A les- 
sening of the inequalities in the dis- 
tribution of income would also allay 
somewhat the discontent of the masses 
and remove part of the political unrest 
among the low income groups. Some 
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persons, finally, favor a complete 
equalization of incomes and would use 
taxation to accomplish communistic 
reforms. 

If it may be granted, for purposes of 
this discussion, that a lessening of the 
inequality in individual incomes would 
increase the well-being of the masses 
and tend to promote the general 
welfare, the use of taxation and gov- 
ernment spending to decrease the in- 
equality would appear to be defensible. 
Our progressive income and estate 
taxes, in spite of all the criticism of the 
wealthy, have, however, been revenue 
measures primarily with incidental 
regulatory intentions. The regulatory 
arguments have been advanced chiefly 
to justify the raising of revenue by 
imposing high tax rates upon the larger 
income groups. 

It is uncertain how much the in- 
equality should be lessened, even if it 
is agreed that reduction should occur. 
\ wise government would lessen in- 
equality gradually, and sensibly stop 
at the point where the maximum social 
gains were realized, but it is contro- 
versial whether the inequality should 
be lessened a little or much. There is 
a danger that if the inequality is too 
rapidly reduced and if complete equal- 
ity is approached, the advantages en- 
joyed from the capitalistic system may 
be lost. One’s attitude here will depend 
upon his social philosophy and his 
faith in capitalism, socialism, and other 
types of society. If taxation is cau- 
tiously employed, along with other 
reform measures, in accomplishing a 
more equitable sharing of the national 
income, it is a_ logical regulatory 
method as long as the end in view is 
socially desirable, if this taxation is 
more effective than other available 





regulations in furthering this end and 


brings social gains greater than any 
revenues lost. , 

Other examples of regulatory taxa. 
tion might be cited to indicate the 
problems it involves. The protective 
tariff has already been mentioned, |; 
compels consumers to pay more for 
the protected commodities, encourages 
the investment of labor and capital jp 
relatively less efficient fields, and tends 
to lower the level of living for the na- 
tion, although it may benefit particular 
persons who prosper under its protec- 
tion. The protective tariff is now es- 
sentially a political weapon of rival 
nations. It remains because of its use- 
fulness in nationalistic politics and the 
general ignorance of the public con- 
cerning its economic effects. 

The taxation of war profits is re 
garded by some persons as a method 
of preventing wars by the taking over 
for public purposes substantially all 
the profits of the armament makers. 
It is argued that an important cause 
of war is the opportunity for great 
profits by those who exploit the arma- 
ment industry. Such taxation might 
remove some of the incentive for cre- 
ating wars and would take over for 
society much of the profit made during 
wars. No nation in time of national 
emergency, however, would let the 
profits of armament manufacturer 
stand between it and military prepara- 
tion, but would pay any necessar} 
price. This would be especially true if 
the sinews of war were purchased from 
foreign sources that could not be 
reached by taxation. One may doubt, 
moreover, whether wars would 


stopped if governments manufactured 


all the munitions. The heavy taxation 

war profits is desirable as a revenu 
measure and it may, if successful, 
weaken the incentive for war and permit 
society to share in the huge profits, but 














ily be relied upon as a pan- 


1TQ) 
may be employed in a 

vay, by the granting of ex- 
tions. . encourage certain activi- 
Property tax exemptions are thus 
times granted to new industries 
ite their development or to 
m away from other commu- 
re they have been located. 
mption is employed to divert 
from one community to 
that industry escapes taxa- 
expense of the other tax- 
id a net social loss may ensue, 
community may gain at 
nother. The exemption of 
wners from property taxa- 
nefits a certain element of the 
but compels others, in- 

e unable to purchase their 

y heavier property or other 

[ax exemptions are often used 
nefit of favored classes or 
and may result in a net 


mmunity. 


Without attempting to extend the 
further, certain conclusions 
rawn from a study of the 
and the practice of regu- 
ation. Such taxation is logi- 
ible when (1) the object to 
1 is clearly in harmony with 
welfare, (2) taxation is the 
ve instrument for accom- 
cially desirable objec- 
the social gains from 
taxation surpass any loss of 
hat may arise from its effects 
es of revenue. 
of regulatory taxation 


i 


these principles are fre- 
egarded. A number of 

t the effectiveness of 
taxation. It is difficult to 
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determine what objectives should be 
promoted by taxation because of the 
conflicts of opinion among the different 
classes and groups. What, for example, 
is a monopoly? What is a big corpora- 
tion? What are excess profits? All too 
frequently the social welfare has been 
secondary in the use of regulatory 
taxation, and class or group welfare has 
been paramount. 

Regulatory taxation may not strike 
at the causes of the situation it is 
intended to correct, but may be a 
mere palliative. Taxation is a blanket 
method of regulation that punishes the 
innocent as well as the guilty. It fails 
to select for regulation only those who 
require it, unless it should happen that 
everyone subject to the regulation 
needs to be regulated in this uniform 
manner, in the best interests of society. 

The technique of administrative con- 
trol in the employment of regulatory 
taxation is frequently highly imper- 
fect. This condition is evident in the 
effort to lessen economic instability by 
taxation. Taxation here is not an ac- 
curate and high-powered instrument 
that operates with precision, but a 
blunderbuss that may shoot wide of 
the mark. It is still controversial what 
weight should be assigned to the vari- 
ous causes of business cycles in the 
effort to control them. Business fore- 
casting is still so embryonic that it is 
not precisely known when to apply 
pressure by taxation and when to re- 
lieve it, or how much pressure to apply. 
If the taxation is too heavy, it is de- 
structive; if it is too low, it is ineffec- 
tive. It is difficult to estimate the 
effects of taxation in advance, espe- 
cially when tax measures are con- 
trolled by those who are ignorant of 
fundamental economic principles and 
who are guided primarily by political 
expediency. 
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Governments, in general, have failed proper under unfavorable conditions 
to give adequate thought to the regu- It is not to be universally condemned 
latory effects of revenue taxation and or upheld. Each case must stand or f, 
revenue effects of regulatory on its own merits. Yet one who 


to the 
taxation. Just as revenue taxation may familiar with the results of taxation {o, 
have undesirable social consequences, 
so regulatory taxation may likewise very commonly taxation for social 


au 


regulation and reform is aware tha 


cause a reduction in revenues. Re- purposes becomes, in practice, taxa. 


strictive taxes, such as protective tar- tion for unsocial purposes. Regulatory 
t tory 


iffs, punitive corporation and chain taxation is still, in general, an impe; 
yre taxes, and other taxes that pro- fect agency of social control, but 


tect the less efhcient enterprises from may have a limited usefulness as 


ympetition with the more efficient, phase of comprehensive social cont; 


raise living costs and reduce the na- programs. Under highly intelli 
tional income. Heavy income and control, its social effectiveness 
estate taxes, whether they are for probably be increased somewhat 
regulation or for revenue, may even- If, however, regulatory taxatior 
ai P " > > 7 . ; - > > 7 ] 1 lf ’ 
tually dry up future sources of revenue to be employ ed for the general welfar 
by curbing investment, production, rather than for the interests Ol 
' Meee , cular classes < yroups must 
and business initiative. An exemption ticular classes and groups, it m 
GT oe for social avoided where it does not clearl; 
of a certain class or group for socia : ae 
. mote the general welfare, socially 
purposes raises taxes, at least tem- ili 
' ' ' able economic developments must 
porarily, on other classes and groups. 
be prevented or retarded by tax: 
a eye bi and the dangers and abuses of 
rates, a point 1s reached where crushing : 
E petra latory taxation must be better 


gulatory effects appear; and as regu- oer 
regulatory effects appear; and as regu stood and be scrupulously a\ 


As tax revenues increase with higher 


lation extends throughout the tax sys- Finally. any unfavorable eff 
tem, revenues may decline. A proper regulatory taxation upon the reven 
balance between the regulatory and system should fully be weished. 
revenue uses of taxation is, therefore, where the losses in revenue | 
essential. proposed tax regulation would exceed 

Taxation for social purposes is proper the social gains, it should not 
under favorable conditions and im- attempted. 
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eneraily 


YR many years the American 


ple have witnessed industrial 
between employers and 
yees. These engagements 
ly been regarded as a natu- 
npaniment of fundamental 
which have taken place in our 
life. Also, in a hazy sort of 
American people have been 
disagreements among the 
emselves respecting types of 
ranization that should be es- 
In 1893, Eugene V. Debs, 
the notable labor leaders of 
lrew up a plan for organizing 
ees on American railroads 
union instead of having 

iped on a craft basis as fire- 
neers, conductors, trainmen, 
rth. Debs, however, also be- 
ialism at a time when it 

to express an opinion 

ter. The result was that 

inion idea became the 

y for all those malcontents 
hed to usher in a new social 
Subsequently, Debs was ar- 
g the great Pullman strike 

tin the Federal penitentiary 
years on the charge of 


ring with the United States 


nd his plan for unionism slipped 
the turn of the century, 

one big union for each in- 

in came into prominence 

e aegis of a group known as 
istrial Workers of the World. 
tempted unionization of silk 
New Jersey and of lumber 

the Pacific Northwest are ex- 
that activity. As in the 


the movement attracted 


and discontented. Except 
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for one or two instances, the I. W. W. 
could make headway only in those 
areas where working conditions were so 
unfortunate that workers had reached 
a stage of desperation. 

Today the American people are 
again witnessing a struggle between 
labor leaders who believe in one big 
union for an industry and those who 
adhere to the craft basis of organiza- 
tion. So intense and bitter has this 
contest become that many persons are 
fearful that it may retard the whole 
union movement for years to come. 
Politicians who depend upon labor 
support no longer know where to build 
their political fences. Businessmen who 
are willing to deal with organized labor 
find it increasingly difficult to operate 
their plants. Indeed, it is not too much 
to say that there is a growing number 
of thoughtful citizens who are of the 
opinion that there can be no lasting 
business recovery in the United States 
until American labor leaders make 
peace with themselves. 

In view of its widespread effect, | 
wish to discuss some angles of the con- 
troversy between the A. F. of L. and 
the C. I. O., and to point out why it is 
imperative that these two organiza- 
tions come to an agreement that will 
make for orderly progress in the labor 
world. 

There is much misunderstanding 
concerning the facts about the con- 
troversy. It is no exaggeration to say 
that a large number of people in the 
United States regard the clash merely 
as a battle between labor leaders. It is 
frequently stated that those who were 
unable to have their own way within 
the ranks of the A. F. of L. 
and formed a new organization which 


seceded 
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they are dominating as they see fit. 
Others believe that the matter is pri- 
marily a personal feud between William 
Green, president of the American Fed- 
eration of Labor, and John L. Lewis, 
chairman of the Committee for Indus- 
trial Organization (now president of the 
Congress of Industrial Organizations). 
These two points of view have been care- 
fully developed by certain officials with- 
in the A. F. of L., as well as by certain 
newspapers and employer groups that 
on the whole have been unfriendly to 
organized labor. 

The man in the street is also likely 
to believe that, so far as the workers 
themselves are concerned, those who 
belong to the C. I. O. are attempting to 
appropriate to themselves gains which 
the A. F. of L. has spent much time 
and money to obtain. Or he is apt to 
think that if craft unions of the A. F. 
of L. would be more liberal in taking 
in members, much of the trouble 
would disappear. These two points of 
view also have been sponsored by cer- 
tain agencies that have not heretofore 
been particularly friendly to organized 


labor. 


Industrial Unionism and Scientific 
Management 

Probably the most fundamental 
cause making for the growth of indus- 
trial unionism as contrasted with craft 
unionism has been the development of 
scientific management. The industrial 
engineer in working out new and more 
effective ways to produce better and 
cheaper products has cut across craft 
lines so completely that in many in- 
stances very little genuine artisanship 
remains. Assembly work in an auto- 
mobile plant is, of course, the popular 
example, but the movement of scien- 
tific management extends far beyond 
the automobile industry. Indeed, it is 
found in practically every industrial es- 
tablishment, and wherever it exists 
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there is a potential contingency, if not 
an actual one, that time-honored crafts. 
manship methods will go into the 
discard. 

Today, machines perform certain of 
the tasks formerly done by craftsmen, 
As a result, skilled workers have often 
been reduced to semiskilled machine 
operatives. In other instances, they 
have had to adapt themselves to a new 
set of skills that did not fall within the 
area of the old craft delineation, A 
company invents a new color process 
for printing and the old craftsmanship 
approach is swept away, but workers 
now have to perform as many as thir- 
teen different tasks, each of whic! 
represents a distinct part of an old 
craft activity. Scientific management 
is bringing in new types of skilled 
labor as well as ushering out old ones. 
In still other situations, craftsmanship 
has been wholly absorbed by the ma- 
chine and the worker relegated to the 
ranks of the unskilled. 

American employers as a whole have 
been quick to avail themselves of the 
advantages of scientific management, 
but they have been very slow to per- 
ceive the repercussions that such ad- 
vantages entail. They have failed to 
grasp the fact long obvious to econ- 
omists, sociologists, and psychologists 
that so-called scientific formulae can- 
not be applied to workers to the same 
extent and with the same impunity as 
such formulae can be used to measure 
the qualities of inanimate object: 
They have permitted the industrial 
engineers with slide rule and stop wate! 
and with lack of knowledge ot + 
nomic, social, and political force: 
bring about a situation which t 
is breaking down former employe! 
employee relations, and, indeed, 
jeopardizing the entire system ol 
enterprise in this country. Contem- 
poraneously, leaders of craft unions 
have in many instances sought to re- 
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time-honored positions when 
industrial world was chang- 
heir very eyes. The basis of 
industrial unionism is to 
the work of the industrial 
ng and in the acceptance by 
Lene n employers of the doctrine of 
ie! management. 
lo meet the changed conditions just 
. new type of labor organiza- 
been set up. Its fundamental 
the welfare of the mass of 
thin a plant in contrast to 
n of certain skilled groups 
vision for union organiza- 
s. Doubtless, if the split 
\. F. of L. and the C. I. O. 
ccurred, it would have been 
eventually to set up over-all 
could operate outside of 
icular craft areas. But today, when 
C. I. O. sweeps through a plant, 
ikely to be on the other 
In many cases, craftsmen with 
rher standards and greater skills 
j be dragged down to the 
the semiskilled and unskilled. 


As was true of the Debs movement 
I. W. W., the C. I. O. has at- 
malcontents from all walks 


rial life, and, doubtless, it 
members who have what we 

to call an un-American attitude, 

ne who thinks that the C. I. O. 

y an organization of radicals 

iken. Likewise, anyone who re- 

men like Lewis, Hillman, and 
Dubinsky, as well as the late Charles 
l, communistically inclined 
loes not know the facts in the 
would appear, however, that 
leveloped a definite difference 
between leaders of the A. F. 
the C. I. O. respecting govern- 
regulation in the field of labor 
The older organization is 


back to its former position of 
, a relatively small amount of 
ibor regulation and adminis- 
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tration. The C. I. O. appears to favor 
increased governmental participation. 


Effects of Dispute between the A. F. of L. 
and the C. I. O. 


Reference was made at the outset to 
the fact that many thoughtful citizens 
are coming to the conclusion that the 
A. F. of L. and C. I. O. must patch up 
their differences before the country can 
look forward to substantial recovery. 
Several reasons may be advanced to 
show why pressure should be, and 
probably will be, put on labor leaders 
to end their quarrel. 

In the first place, constant warfare 
between the A. F. of L. and the C. I. O. 
is having a paralyzing effect on many 
lines of business. Industrial activity 
on the West Coast and in the Pacific 
Northwest has been tied up for months. 
Boycott has followed boycott in almost 
endless confusion until at times em- 
ployers cannot get raw materials or 
ship finished products—not because 
they themselves are nonunion, but 
simply because unions in one group 
will not touch goods that have been 
previously handled by members of the 
other group. Certification of either side 
by the National Labor Relations Board 
has only made antagonism more acute. 

Labor leaders have allowed this ri- 
diculous situation to develop until 
citizens in many localities are wonder- 
ing if, perhaps, organized labor has not 
been given too much power. Union- 
baiting employers, of whom there is 
still a substantial group in the country, 
are drawing up anti-labor measures for 
introduction at coming sessions of the 
state legislatures, and it is entirely pos- 
sible that in certain states organized 
labor may lose rights and privileges 
that it has been years in acquiring. 

Furthermore, the split between the 
A. F. of L. and the C. I. O. has made 
it extremely difficult for government 
officials to carry on successful admin- 











already 


legislation 


istration of labor 
on the statute books. Take the Na- 


tional Labor Relations Act, for ex- 
ample. The A. F. of L. has protested 
vigorously against the way in which 
the law has been interpreted and ad- 
National Labor 
has drawn up a 


ministered by the 
Relations Board. It 
series of amendments for submission 
Granting that the law 
certain respects, 


to Congress. 
needs revision in 
nevertheless one can safely assume 
that the type of amendments now 
being proposed by the A. F. of L. 
would be practically nonexistent if the 
split had not the 
craft and the industrial unions. The Na- 
tional Labor Relations Board has been 
put in the embarrassing position of 
having to decide between unions afhl- 
warring groups, and 


no matter which side the board certi- 


occurred between 


iated with two 
fied, the pronouncement has generally 


unfairness 


brought on from 
the opposing union. The administrator 
of the new Fair Labor Standards Act 
faces a difficult problem because 


cries of 


} 


also 
of the war within the ranks of labor. 

The plea for peace with the C. I. O. 
Mr. Tobin of the Teamsters 
Union at the recent convention of the 
A. F. of L. was than a minor 
incident. To be sure, Mr. Tobin heads 


made by 
more 


a powerful organization with a vast 
potential membership and he believes 
that he the 
union if peace were established; but 
than that con- 
sideration is a proposed measure for 
abolishing the I. C. C. and substituting 
therefor a board that would have 
charge of both rail and motor trans- 


could treble size of his 


even more significant 


portation. It takes no considerable 
foresight to see that with the A. F. of L. 
and C. I. O. both operating competing 
unions in the field of motor transporta- 


tion, and with the Railroad Brother- 


hoods championing the cause of the 


railroads, the 


proposed board would 
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have a difficult, if not impossible, tas} 
in handling the labor aspects of its ee 
tivities. If the government is to }, 
successful in the administration of jj; 
labor laws, it must have a reasonably 
united labor front. And it is too my 
to expect that other groups in oy 
society which are only secondarily, jf a 
all, benefited by such legislation, Wi 
put forth consistent effort to make 
labor measures effective. The acts p 
on the statute books have been passed 
primarily at the insistence of organized 
labor, and the rest of the country has 
a right to expect that labor will so 
conduct itself as to make the laws 
ministratively effective. If the acts fa 
in practice, the blame will fal 
organized labor, and in the long ru 
it will be placed on organized labor 

a whole—not upon individual unior 
or particular types of unionism. VW 
the reaction 
will if the laws do not prove su: 
the worker will 
suffer most. Labor leaders cannot 


comes, as it inevita 


be the one who 


cape responsibility for a situati 
this kind by merely passing the 
back and forth. The end result wil 
either less labor legislation 
structive character or more aut 
placed in the hands of the Fed 
government. 


United Labor and International 
Competition 

Not only is there a rising tide of 
position which will express itself in ad- 
verse state labor legislation, and 
only are labor laws being made inefl 
tive by the ever-widening gulf betwee! 
the warring factions, but more impor- 
tant than either of these situati 
the fact that there is urgent need t 
for a united industrial front on t 
of employer, laborer, and the g 
ment. It takes no prophet to foreset 


type of industrial competition 
will confront the United States in U 
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ire. Japan, which has already 
- foreign markets, is 

very muscle to capture the 

raw materials resources of 
Russia controls large sec- 
rthern Asia and Europe. 
is latest moves is heading 


i 
7 yurces as still remain in 
Italy has, of course, 

ced up the crumbs that 

yrthern Africa. The indus- 

f tomorrow will be be- 

tarian states and those 

still effective in the world. 

recent actions of Great 

Brit { France have been such 


no right to look to them 
ntial industrial assistance 
contest. If we are to 
rmal in this country, that 
resuscitate our domestic 
rade, it must be done in 
new type of foreign com- 
example, one of the 

tes wishes to expand 


a given area, goods are 


that market regardless of 
e until the required quan- 
posed of. Losses which 
rers sustain in such an 
re made up from the 
ntral government. We 

m morning till night that 
system, that no coun- 


et aside the laws of 


— 


mand and ignore costs, 
it that is precisely 

ne. Perhaps in §0 years 
a plan will have been 
llacious, but that is of 
the tasks immediately 


he 


‘he charactet of t 

- hould make 

are facing should make 
yone that if free enter- 

in in ascendency in the 

it will be because em- 
yee, and the government 
inited front to all competi- 


innot be done SO long as 
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labor is divided against itself and is 
more interested in fighting a rear guard 
action than it is in turning out the 
highest quality good at the lowest cost 
of production. 

Another aspect of the international 
economic situation should not escape 
our attention. It has to do with the 
character of the products for which 
there is a foreign demand. Today the 
leading nations of the world are inter- 
ested in purchasing raw materials and 
finished goods that will help them from 
the standpoint of military prepared- 
ness. They are willing to buy our ma- 
chine tools, but primarily those that 
can be used to produce war materials. 
They will purchase our scrap iron and 
certain of our raw commodities. They 
will buy our airplanes. But there is 
little demand for those economic prod- 
ucts that add to the comfort or pleasure 
of the average citizen. The standard 
of living in the totalitarian countries 
is arbitrarily controlled by the central 
government, and thus the foreign trade 
situation is not susceptible to influences 
that we usually regard as normal. We 
face a condition that will call into use 
all our ingenuity and sagacity in the 
field of industrial enterprise. 

Furthermore, events of the past year 
have brought up the possibility that 
the United States may have to face 
the question of whether the American 
continents are to be restricted exclu- 
sively to democracies. It is not incon- 
ceivable that in the years which lie 
just ahead, we may have to decide 
whether or not the Monroe Doctrine is 
anything more than a scrap of paper. 
Modern means of communication and 
transportation and modern methods of 
warfare have brought the new world 
to Europe’s door. We are convinced of 
the superiority of democratic enter- 
prises, but unless we can make those 
enterprises effective, we are merely en- 
gaged in wishful thinking. If democracy 
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is really superior to autocracy, as we 
believe it is, then we must be able to 
demonstrate its superiority not alone 
on moral and political grounds but also 
in the market places of the world and 
in meeting military power with mili- 
tary power. In other words, American 
democracy is facing one of its greatest 
tests. It is not safe to go into such a 
situation with our industrial workers 
sitting in two armed camps. The likeli- 
hood of error is entirely too great. 
Possibility of Labor Peace 

This brings us to the question, how 
can the labor groups be brought to- 
gether? There is nothing to indicate at 
the present moment that the leaders 
will voluntarily attempt a settlement. 
The President of the United States 
could, of course, call them together, 
but in many areas the issue has become 
a political question of importance. 
Fundamentally, however, the situa- 
tion is not a political matter and should 
not be allowed to become one on a 
national scale. 

[ believe that if the leaders of Ameri- 
can industry, that is, a group of front- 
line executives, were to ask the labor 
leaders to settle their differences, the 
movement might gain sufficient mo- 
mentum to force the issue to a success- 
ful conclusion. There are several reasons 
why this might be true. The American 
public prefers labor peace to anti-union 
legislation. The people are anxious to 
give workers a square deal provided 
labor leaders do not abuse their rights 
and privileges. While some of the bit- 
terness which has been engendered by 
the fight between the A. F. of L. and 
the C. I. O. has seeped down into the 
rank and file, neve More the workers 
as a whole want labor peace, not war. 
The press of the country would give 
support to any bona fide effort toward 
industrial reconciliation. Finally, if the 
theory is sound that employers and 


laborers are partners instead of nat 
enemies, the present time would app 
to be an excellent opportunity for t 
American businessman to make goo, 
on that partnership. Such an actioy 
would demonstrate his social minde 3 
ness, and thus in the minds of man 
people who have become increasing 
confused by the events of the at 
nine years, it would restore confidence 
in the soundness of private initiative 
and of democratic processes. 
Heretofore, we have made progress 
in the United States by leisurely swing. 
ing from one legislative extreme to th 
other; first liberal, then reactionary 
Conceding that the New Dealers hay 
swung too far to the left in their 
lation of business, nevertheless | 
not believe that in the streamlined da 
in which we are living and with 
international situation as it is, 
former hit or miss, trial and error 
method of making progress is sound. It 
would be unwise to swing to the e 
treme right at this time. If the 
trial engineers, aided and abetted | 
certain financiers and lawyers, pusht 
far in that direction, industrial 
may result at the very time when w 
can least afford to have it. Democrac; 
must be made effective in the Unit 
States if it is to survive anywhere 
urgent necessity today is cooper! 
effort. A sensible and expeditious 


proach to the problem could be 


if representatives of business, of | 
and of the governmental boards 
bureaus concerned with administrat 
of the laws would sit down at a con 
table and effectively redraft 
legislation. This method of 
however, will be difficult as 
labor is split into two groups. Let 
hope that American employe! 
their present opportunity to a 
commanding position in such 
operative movement by attempting! 
heal the breach in the ranks of | 
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fifties, after a grueling ten- 
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tic methods. As president 

elve million dollar steel fabricat- 

ny, he was past fifty before 

iet a union leader. Just three 

veeks after its birth, July, 1936, the 
Organizing Committee 
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vorkers. Piece-work wages 

id 1 cut and two union leaders 
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learned its 
with 


When the Directors 
president signed “something” 
the union, they demoted the apostate. 
The company’s chief salesman, Robert 
Burt, was promptly made president 
in the second week of the strike. 
3urt’s only instructions were: “Sign 
nothing, and operate the plant at any 
cost.”’ It took him nine weeks, but he 
did the job. 

I do not think it is necessary to 
relate the details of the strike as it 
followed the well-known pattern: tear 
gas, clubs, strike breakers, deputies, 
etc. The sheriff who aided Burt appar- 
ently tired of the dispute after several 
embarrassing incidents. He arranged a 
meeting in his office between Philip 
Murray, SWOC Chairman, and Burt, 
who was so impressed by Murray that 
he still speaks of this first meeting in 
glowing terms. The strike was promptly 
settled, and an election was held a 
Burt’s company union 


month later. 





yntrol; and after SWOC was set up in June, 1936, I 


c 
helped direct its campaign to enroll them, which re- 
sulted a majority of the company ion leaders 


joining the ranks of SWOC. 
“When ‘Little Steel’ chose war, I aided the SWOC 
ae | 


ily thrusts, almost joining the eight- 
een strike victims, on July 11, 1937, when two Mas- 
sillon, Ohio, strikers were killed within arm’s reach of 
me. In the last two years I have helped negotiate 
over three score SWOC contracts, have assisted 
SWOC local union officers and management officials 
to adjust themselves to the democratic procedures of 
collective bargaining, and have negotiated the settle- 
ment of grievances with executives of virtually every 
large steel firm under SWOC contract. 

“IT serve SWOC in a dual capacity as Research 
Director of the National Organization and Assist- 
ant to Clinton S. Golden, Nort 
Director.” 
1The names of company officials, companies, and 


heastern Regional 


towns are disguised. 












1600 Harvard Business ‘Review 


and since U. S. Steel signed up, a majo. 


won; he gave the men a lavish banquet 
the night before the election. 

The press made much of the strike, 
and SWOC’s defeat was heralded as 
its immediate doom. Most steel em- 
ployers paid close attention to it, many 
telephoning Burt daily to encourage 
him. As the organizing campaign pro- 
gressed, the matter soon gave way to 
bigger SWOC stories in the press and 
was shortly forgotten. 

Burt gradually discovered that his 
troubles did not cease with his “vic- 
tory.”’ Four months later, March, 1937, 
after the United States Steel Corpora- 
tion signed its first union contract with 
SWOC, Burt visited Murray. He said 
he wanted to negotiate a contract with 
SWOC. Murray called me into his 
office and said: ‘‘Harold, our friend 
Burt wants to recognize our local union 
at his plant. I want you to arrange a 
conference, and see if he means it.” 

[ arranged a conference for the 
following week. In the meantime, Burt 
said he wanted to talk to me privately. 
We had lunch together. I sensed im- 
mediately that he was a man who could 
easily adjust himself to changed cir- 
cumstances. “ My plant is in a helluva 
he talks this way) shape,” he began. 

‘I raised wages over thirty per cent 
fighting you fellows. My costs are out 
f line competitively and the efficiency 
in the plant is bad. I lost five good 
accounts during the strike, and cannot 
get them back because they are afraid 
[ won’t be able to make scheduled 
deliveries. Everybody is suspicious of 
everyone else; that is, they are spy 
‘razy, thinking the next fellow is a 
stool-pigeon. My foremen are nervous 
wrecks. | am at my wit’s end person- 
ally. A nasty situation exists in Number 


One shop where half of the men call 
ie others ‘scabs.’ Most of the best 
workers are active SWOC members, 





ity of the boys are back in the unio, 
As I said, I am at my wit’s end. | i, 
know what to do. Our backlog 
orders is the largest in the company 


history, and we are barely breaking 


even. That’s why I went up to see M; 
Murray. I want peace in the plant, ; 
we can work together. All we d 


fight, and I guess I’m the most hated 


man in town. I wish we never had thy 
strike, and if we had known U. S. Stee 


was going to sign up so soon, I assure 
have been 


you the story would 
different.” 

““We can solve your problems, but 
it will take some time,” I told him, 
“How long depends upon how much 
of our advice you take.” 


Little progress was made at the first 


conference. ‘The local union committ 
pooh-poohed any idea that their | 


had become sincere. ‘‘ He’s just recog- 


nizing us now because he has to 


lot of orders,”’ the committee reasoned 


suspiciously, “and when he has 
more orders to fill, he will try 
break the union again.”’ The contract 
was signed after a month of « 
ences. Burt’s costs remained out of lin 


1 


competitively, but we did solv 


other major problems. He could guar- 


antee uninterrupted deliveries, w! 
helped him regain two of his 
customers, and the workers increas 
production to pre-strike levels as s 
as the tension was eased. But sev 
incidents prolonged the tension. 
The foremen, trained for years 
fight unions, reasoned that Burt 
forced to recognize the union be 
of the “Law,” but that he 
wanted them to undermine it. | 
worker, his foreman is the compa! 
and every time a foreman jumped t 
traces, the workers cried: “Th 
pany is trying to break the 











irdless 


e.’ Many times in the first 
of the contract the plant 
ge of a strike. The local 
like the foremen, could 
chip off their shoulders, 


7 
{ 


into a fight with a non- 
[he foreman fired the 
but only suspended the 
man for a week. This almost 
a strike. It was the first 
IC disc ipline over the local 
ked on the telephone to the 
president, who was then 
and got the men to stay 
il all provisions of the con- 
peaceful settlement of the 
exhausted. 
| the foreman, and changed 
for fighting on company 
a week’s suspension for 
he union man balked and 
- entire penalty waived, but 
1 on him to take it like a 
e did. Had Burt supported 
reman, a strike would have 
table. Burt called all his 
ether, at our advice, and 





he would have to let any 
go who could not get 
union. This action in- 
rkers’ confidence in Burt’s 
ind the strained tension in 
sided. Since this incident, 
mmittee has felt a keen 
y to keep the plant operat- 
tter what happens. Shortly 
igned his second year’s 
I shall point out later, we 
» solve all the major prob- 
1 at our first luncheon. 
ve, in contrast with Burt, 
plenty of trouble with his 
ion, because he could not 
m his autocratic 
ones. Rye, a short, baldish 
early forties with an al- 
inherited the 


ways to 


face, 
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presidency of his company from his 
father. Like his father he has run the 
plant in a fashion that Mussolini 
would be compelled to admire. In the 
spring of 1937, Rye’s mill had a large 
backlog of orders, and he could not 
afford a strike. So he signed a contract 
with SWOC, patterned, like most 
SWOC contracts, after U. S. Steel’s 
contract. Unlike Burt, Rye did not 
have the obstacles of a bitter strike to 
overcome to establish cooperative re- 
lations with his workers. 

The mill, which is located twenty 
miles from Pittsburgh, employs 300 
men, 50% Negroes, and has a bad 
anti-union background. When the com- 
pany worked off its backlog within 
six months, and had no orders to fill, 
Rye decided the moment was at hand 
to destroy the local union. “For six 
long months,” he confided to a com- 
mon friend, “‘I have not been free to 
crack the whip. The damned union 
makes a grievance out of everything I 
do. I have to confer with these 
damn working stiffs on how to run my 
plant. I know what’s best for them. 
Hasn’t my family run the mill for 
more than forty years! The union gets 
on my nerves.” 

Finally, in the fall of 1937, Rye got 
into a minor dispute with the local 
union and locked it out, although he 
charged the union with striking in 
violation of its contract. The dispute 
lasted eight months. Not a furnace in 
the mill was lighted in all that time. 

Rye appealed to the County Sheriff 
(the same county Burt’s plant is in) 
for help to break the strike, but the 
old sheriff was replaced by a union 
sympathizer, who told Rye to settle 
the dispute. The union policed the 
strike itself, and significantly no single 
disturbance occurred. Rye was furious. 
He tried to form a company union and 
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threatened to evict those strikers who 
lived in his company-owned houses. 
All efforts, including an attempt to 
bribe the local union officers, failed. At 
last, when he could hold out no longer, 
he signed a new contract with SWOC, 
the old one having long since expired. 
The new contract, for reasons I shall 
discuss later, prescribes membership 
in the union as a condition of employ- 
ment, which is the union’s insurance 
against Rye’s appetite to destroy it. 
Rye could not change from running 
his mill by dictatorial rule to managing 
it democratically by sharing responsi- 
bilities with his employees. During 
negotiations to settle the dispute, he 
told a government mediator: “I not 
only believe in being my brother’s 
keeper, but I am my brother’s keeper.” 
I told Rye that he could never settle 
the dispute with his temperament 
and inability to meet his men on an 
equal footing and suggested that the 
mill superintendent, a man of demo- 
cratic manner, be given full power to 
negotiate a settlement. This was even- 
tually done, and the dispute was easily 
settled. Clinton S. Golden, SWOC 
Director, complains he is having “em- 
ployer trouble” when confronted with 
the arrogance of an employer like Rye. 
Robert Burt is typical of 96% of the 
541 employers now under SWOC con- 
tract, because only 21 or 4% have 
been involved in a strike or lockout, 
like John Rye, after they signed a 
contract with SWOC. I have chosen 
these two examples, both relatively 
small companies, because they are 
typical and illustrate the personal 
equation employers must meet in 
bargaining collectively with their em- 
ployees. In the National Office we deal 
solely with the top executives, as 
contractual relations in the plant 
are administered by the local union 





committeemen and plant foremen, ». 
perintendents, and general manager, 
My experiences with the top execy. 
tives have brought out Sharply ope 
generality. 

Salesmen and _ purchasing agenys 
make better “labor relations” or “per. 
sonnel” executives than operating of. 
cials. A salesman has been reared jp ay 
atmosphere much different from tha 
of an operating or a production map, 
The nature of the salesman’s job 
requires him to be patient. He ha; 
experience in bargaining, giving and 
taking, and in judging the other fellow. 
He can patiently negotiate on a point, 
because he knows eventually 
agreement will be made. He knows | 
to compromise. In contrast, the operat- 
ing man has a completely different 
training. The major thing that 
been inculcated in him is the im; 
tance of efficiency, and the only wa 
he has been taught to get it is throug! 
giving orders. He has learned how t 
take orders and to give them. T 
nature of his work has been to “ 
what I am told.” In turn, he has t 
others to ‘‘do as you are told, or els 


It is much harder for him to change 


over to a democratic atmosphere thar 
it is for a salesman. The operating mat 


quickly gets impatient in conferences, 


easily flies off the handle, and is ! 
quently irritated by having a unio! 
committeeman question one of his act: 


The salesman, on the other hand, does 


not have as much to unlearn and, } 
and large, he makes the _necessar] 


adjustments easier and more etic 


+} 


tively. I do not mean to imply 


only salesmen or purchasing agents 


make good executives to handle la! 
relations for a company. I merely s@) 
my experiences have been that 


temperament is closer to the temper 
ment required of a man to bargail 
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with union officials than 
f an operating man. 


f Un 10n Officers Face Their 


; 


First Contraci 


[ turn this discussion now to con- 
two different groups of 
n officers—one has adjusted 
1 the other has not, to collec- 

ive bargaining. 

Workers who for generations have 


harged, blacklisted, and perse- 
union activity are slow in 
fears that their em- 

tt ceased fighting their 
because he has signed a 

is first one. The SWOC lodge 
Steeltown have adjusted 
elves quickly, which is remark- 
ise Steeltown has a notorious 
y. Steeltown is the 

major steel producer nor- 
ying 13,000 steel workers. 
were not affected by the 
ring the great steel strike in 

se organizers could not enter 
In 1933 an A. F. of L. 
; beaten severely and run 

In the fall of 1934 Re- 
Director Golden, then on the 
- conciliation staff, dis- 
ne A. F. of L. organizer in 
vlum. He had been sen- 

i three months before by a county 
mmission.”’ Governor Pin- 


| the organizer released. He has 
Steeltown ever since and is as 
t of us. 


his incident Jed to the organization 
t Steeltown local union in the 
)34. Active members were dis- 


irged and black-listed. When SWOC 


rted its organizing campaign in 
1936, workers were fired on an 


one a week, all available 


17 


were rented by the 
ents, and the local paper 
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suggested in bold black headlines that 
the “C.I.O. men be treated like mad 
dogs.” A fundamental organizing strat- 
egy of SWOC was to enroll company 
union leaders into the SWOC. The two 
most prominent ones that joined SWOC 
were persecuted and the company 
tried, unsuccessfully, to remove one. 
Finally, in May, 1937, after the com- 
pany union was abandoned, the union 
struck. The company signed a contract 
within thirty-six hours, and SWOC 
won a Labor Board election by a large 
majority ten days later. 

With this bitter background, SWOC 
and the company began their collective 
bargaining relations. The local union 
president and secretary were the two 
leaders of the company union who were 
persecuted for bolting to the SWOC at 
the height of the organizing campaign. 
Upon their shoulders fell the burden 
of making the contract work. Both 
are young men in their early thirties, 
exceedingly conscientious. ‘The presi- 
dent, of English descent, a high school 
graduate, was a semi-skilled worker; 
he never looked upon the company 
as his mortal enemy and liked the 
old company union except that “the 
men are afraid to present a grievance 
and therefore it won’t work.” The 
secretary, of Slavish descent, was a 
highly paid skilled worker. He started 
work from grade school to support a 
large family. The men in his depart- 
ment universally respected him; he 
thought the company union was a 
big joke” and favored the SWOC 
because it could stop the abuses of 


ee 


foremen. 

They promptly found themselves 
trapped between bitter and overzeal- 
ous members presenting pent-up griev- 
ances, and company executives nursing 
their conquered pride and prejudices 


against dealing with unions. More 
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than a hundred unsettled grievance 
cases piled up in the first two months. 
Foremen refused to assume any re- 
sponsibility 
higher executives to decide on griev- 


and passed the buck to 
ance cases. The upper plant officials 
were unable to adjust themselves to 
an atmosphere of giving and taking, 
unsettled. 
frequently 


and the cases remained 
National SWOC officers 
complained to top company executives. 
Foremen were discriminating against 
union members, and the ‘“‘ Little Steel”’ 

brought the situation to a 
boiling point. With difficulty 
the president and secretary kept the 


strike 


great 


men at work under explosive circum- 
stances. Had they advocated that the 
men close the mill, no doubt a most 
serious strike would have taken place. 

Before it was too late, the top 
executives acted upon the suggestions 
of the National SWOC officials. Fore- 
men were instructed to settle griev- 
ances as soon as they arose. A different 
plant official was put in charge of 
labor relations. And the SWOC sub- 
regional director, an experienced mine 
union official, directed the local union 
and management in setting up ef- 
fective machinery to adjudicate griev- 
ances. The unsettled cases were cleared 
up shortly; 
foremen, and those that do are settled 
The local union officers and 


few cases now get past the 


speedily. 
members and plant supervisors, from 
foremen to general manager, adjusted 
themselves to the democratic machin- 
ery of collective bargaining within half 
a vear. 
Not al 
adjust themselves to cooperation with 
decides to 
activities. 


| local union leaders readily 


their employer when he 
fighting their union 
Steelville, where 5,000 steel workers 
are normally employed, was the scene 
of a bitter six-week strike in the sum- 


cease 
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mer of 1936. When the strike wa 
settled, no contract was signed. Neithe; ue 
the company nor the union was yi. . 
torious. Strained relations never eased 
and when SWOC and the company - 
signed a contract in the spring of 1937 . 
the local union officers, most of ther, 
over forty years of age, protested 
they wanted to strike. “The compan, 
will keep right on fighting us,” the 
argued, ‘“‘and the contract they signed ‘ie 
has already (two days later) beep cm 
broken. We must strike, because the 


company has tied our hands throug! ae 


the contract so we can’t strike, whi ws 
the foremen are free to continue thei see 
discrimination.” ‘This same company si 
has nine other plants in which the sam 7 
contract has worked successfully. [; whi 
Steelville there has been _perpetua 
trouble. No strike has occurred, | 
everything short of one has. nie) 
It took courageous workers to lead = 
the union fight against the companys Ba, 
bitter opposition. The Steelville loca ces 
leaders have kept their union intact sis 
since the 1933 NRA days, despit Ls 
the company’s use of every type oi 7 
opposition, legitimate and otherwise 
The sober, serious-minded empl 


bilitie 


who takes his personal responsil 


heavily (which is another way of saying - 
he lacks courage to risk his jol Li 
build the union), does not always take f 


+h 


the lead in forming the union. It is 
adventurous, courageous worker wh 


} 


usually steps out, sticks a chip on hi 


shoulder, and tells his boss: “Fire mé b 
if you dare. We’re joining the union. SW 

During the organizing stage of th ing 
union, courageous leaders are an abs0- adi 


lute necessity. Once the union is estad- 
lished, and the company has ceast 
its opposition and signed a contrac! 
union leaders have to adjust themsel\ 
to cooperating with the compat} 
The type of leader who has the couragt 











CU 


company’s anti-union 
has a difficult time making 
tment. The Steelville officers 


inners,’ that is, they were 


something. Their idea 
was a continual fight, and 
1 upon the company as a 


enemy. When the union and 
ettled down to bargaining, 
right on fighting. For a long 

of the workers followed 


t eventually when the com- 


y of cooperating with its 
hrough their union became 
the workers revolted. They 
oficers, men who would 
ng with the company. 
make the observation, 


have made so often in con- 


ith employers, that when 
ficers will not cooperate 
employer, the employer has 
blame for it. His chickens 
r home to roost. He has op- 
inion for years, so much so 
re adventurous employees 
leaders. Had he been 

in his union opposition, 


1 
} 


the 


el fered no opposition, the 
ible employees would have 
lership first. An employer, 


ninent one once said, gets the 


leadership he deserves. 
n, most local union leaders 


» necessary adjustments after, 


employer sincerely recog- 
inion and the employees 
nvinced of this fact. The 
tarted an extensive train- 


ram to help local union officers 


elves and become skilled 


bargainers. Over 200 officers 


training camp SWOC held 


Pennsylvania mountains this 
mmer. Around soo took the 


irse last winter and spring, 


gram will reach a thousand 
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in the current year. For years em- 
ployers denied workers the chance to 
gain experience in shouldering responsi- 
bilities. SWOC is developing responsi- 
ble union leaders who are becoming 
just as skilled in bargaining with 
employers as they have been in fighting 
them, depending upon which way 
employers choose to have it. 


Two Groups of Foremen Face Their First 
Contract 


Local union officers, trained in the 
procedures of collective bargaining, 
are only part of the picture. The key 
man in union-company relations is 
the department foreman. For years the 
absolute ruler in his department, the 
foreman is now subject to the scrutiny 
of the workers under his supervision. 
The workers, denied for an equal 
number of years the right to question 
an act of their foreman, confer with 
him on an equal footing and appeal 
to his superiors if he does not give 
them satisfaction. The success or fail- 
ure of union-company relations depends 
on the extent to which the foreman 
adjusts himself to the democratic ways 
of collective bargaining. I cite SWOC 
experiences with two firms contrasting 
efforts of one to train its foreman with 
the refusal of the other to do so. 

The ABC Steel Company was facing 
a threatened strike when it hired an 
Englishman, Mr. Hugh-Smythe, ex- 
perienced in British union-employer 
relations, in the spring of 1937 to 
handle its labor relations. A day after 
SWOC authorized a strike, Mr. Hugh- 
Smythe visited my office. He tells his 
own story: 

I am in a most difficult position. You do 
believe me, don’t you? Let me explain. | 
have just been hired to straighten out the 
company’s messed-up labor situation. But 
before I can find my bearings the men are 
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going out on strike. Now, I say, that 
hardly seems fair to me, does it? Give me 
time and we can avoid a strike, and if I 


fail to get the company to follow an intel- 


ligent course [ shall tell you. 


Negotiations had already been broken 
off, the local union declared it would 
never confer with the company presi- 
dent again, and the men were primed 
for strike action. With much difficulty 
I managed to have the strike postponed 
a week on the ground that a fair trial 
should be given the new man the com- 
pany hired to negotiate with the union. 

The company signed a contract and 
the strike was averted, but Mr. Hugh- 
Smythe slept uneasily in the first six 
months on his new job. The foremen, 
who had been instructed to “get rid 
of the ring leaders of the union”’ before 
the contract was signed, ceased their 
open hostility. However they continued 
to manage their departments dicta- 
torially and ignored the requests of 
the union representatives to adjust 
grievances. The union was well officered 
with ex-miners, who entered the mill 
after they were blacklisted in the 
1927-1928 coal strike; its membership 
was within 3 out of 750 of being 100%. 
Every time a foreman pulled what the 
union termed ‘‘a raw one,”’ the griev- 
ance committeemen would drop their 
tools and march into Mr. Hugh- 
Smythe’s office. He investigated their 
grievances, but this proved of little 
satisfaction as seldom did anything 
come of the promised investigations. 
The top executives of the company re- 
fused to correct the conditions which 
caused the complaints. Mr. Hugh- 
Smythe argued: “The union will strike.” 

“Let ’em strike,” the top executives 
replied, “‘we’ll have to have a strike 
some time and rid ourselves of this 


> 


plague. 


It took six months before his supe- 
riors became convinced that the union 
was here to stay, and Mr. Hugh-Smythe 
was given authority to settle griey- 
ances. He called the union committe. 
in, thanked them for having been 
patient with him, expressed relief wit! 
their not having called a strike, and 
announced he had full power to settle 
grievances. When he tried to settle the 
first grievance, however, he discovered 
that he had to fight his foremen. They 
resented his interference with the 
management of their departments, and 
complained to the top executives. For 
the next six months, the foremen fought. 
resenting any power being vested in him 
that they had possessed for years. The 
union membership grew more and mor 
impatient, but the leaders kept them at 
work. Mr. Hugh-Smythe won out at 
last, and the foremen, in contrast wit! 
instructions of a year previous, were 
told “‘any foreman who can’t get along 
with his union committeman might be 
demoted to production work.” 

Soon the foremen were going t 
weekly training classes conducted 
Mr. Hugh-Smythe, who described them 
to me: 


I got the conviction very early on thi: 
job that the main reason the men organized 
their union was because the foremen abused 
their power. For an hour or more I lectured 
on this, and told all the foremen it must 
stop. I had their immediate boss, the 
superintendent, and the company president 
at this first meeting. Imagine, the president 
was totally ignorant of these practices 
When he learned that one foreman dunned 
his workers for several hundred dollars 
less than a year, he fired him. He ordere 
him right out of the meeting. Another fore 
man confessed that seventeen of the hity 
four workers in his department were ils 
relatives, and would you suspect, anot! 
admitted that he forced his men to }' 
his fraternal order and fired two 


tr 
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who a year ago wouldn’t 
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pany policy, and at present 
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he height of their careers. 
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men, as Mr. Hugh-Smythe gives 


rs every month to the one 


least number of grievances 


tment. Since he started his 
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ling classes no grievance 


know of no other company 
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1) the ABC Steel Company. 
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dustry in less danger of a 
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a strike than the XYZ 
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refuses to give his fore- 
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as a fox, plays golf in the eighties, and 
does not have a frigidaire in his home. 
He argues that the cost of one, plus 
6% interest on the investment, and 
upkeep, is much greater than he pays 
for ice. He claims you have to drive an 
automobile for a year before you find 
out what’s wrong with it. He is an 
interesting character, having developed 
the company in the past 33 years, from 
30 employees to over 1,000. His plant is 
the biggest employer in town, and he is 
the biggest man in town. 

The office of Jim Clay at the plant is 
equipped with the original furniture 
plus a French dial telephone. ‘The entire 
plant is antiquated. There is no employ- 
ment office. If you want a job, you just 
walk into the works and look for the 
foreman. He might hire you; usually he 
doesn’t. Jim Clay is President, Treas- 
urer, General Manager, and Superin- 
tendent. He has one assistant; all other 
active officials are foremen or assistant 
foremen. 

Naturally the company’s policies are 
just as aged as its equipment. Jim Clay 
never organized a company union in the 
NRA days, as did most steel firms. He 
had no use for one, and says in every 
other sentence: “‘My door has always 
been open to my employees to come to 
me with their problems.” 

I asked an employee with 31 years of 
service about this, and he told me: “All 
the men call Old Jim’s office the ‘Lion’s 
Den,’ and when you're called in there 
it’s usually bad news.”’ 

The first contract was signed in the 
spring of 1937 following a ten-day 
strike. The strike started after Clay 
called the eight most prominent leaders 
of the local union into his office in- 
dividually and told them to drop their 
union activity. I don’t know why Clay 
recognized the union and signed a 
contract in ten days, except perhaps he 
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could not afford any more lengthy 
interruption of deliveries. 

In the first year of his SWOC con- 
tract, Clay settled no grievances. He 
upheld every act of his foremen. There 
were no strikes. The local union heeded 
SWOC National officials’ advice and 
abided by the contract, which Clay had 
violated a dozen times. When I walked 
into Clay’s dingy office with the local 
union committee to negotiate the 
second year’s contract this past spring, 
I walked into a veritable inferno. 
The union, restrained for twelve long 
months, wanted to strike. Clay ex- 
pressed surprise that there had been 
no strike during the year, but proph- 
esied one would take place in the second 
year. After prolonged conferences, I got 
Clay to agree to a few improvements in 
the contract. I then appeared before 
the local union membership. Bob Burt, 
president of the company I mentioned 
first in this discussion, happened to be 
in my office when I left for the meeting. 
I invited him to come along. The mem- 
bers spent three hours denouncing Clay, 
and rejected the contract he had ac- 
cepted. I got them to authorize one 
more conference with Clay before any 
strike action would be taken. Burt, 
riding back to Pittsburgh with me, 
said: “I would hate to have my em- 
ployees talk about me like that.” I 
asked him if he had any friends in 
common with Clay, who might be will- 
ing to talk to him. 

The next morning Burt phoned me to 
meet a local businessman for lunch, 
who introduced himself thus: ‘So 
you're having trouble with that ‘old 
rascal’ Clay, too.” 

“Do you know him well?” I asked. 

““Clay’s the biggest bull-head I ever 
dealt with,” he replied, “but he’s a 
man of his word. The problem is to 
get him to give you his word on a 


proposition.” 


With such help, I eventually secured 
Clay’s agreement to a contract satis. 
factory to the union. There was n 
strike. But two months later, a griey. 
ance committeeman was fired by ; 
foreman. The entire grievance com. 
mittee took the case up with Clay, who 
said: “‘“You’ll have to settle this with 
the foreman.” The contract provides 
that a grievance case is taken up with 
the General Manager after no satis. 
faction has been reached with the 
foreman or department superintendent. 
Nevertheless the committee met the 
foreman the next morning, but found 
him adament. Two hours later the plant 
was down, and the strike lasted ty 
weeks. Clay phoned me and asked: 
“What are you going to do about this 
strike?” 

“Who is running that place of yours, 
you or your foremen ?” I asked in reply 

In our many conferences during the 
strike, Clay defended his foremen. “] 
give the foreman of each department 
complete authority. If I tell one to re- 
hire a man, then I have to shoulder his 
responsibility, and when I complain 
that his work is behind schedule, he 
will say that it would not be if I had 
not forced him to rehire so-and-so. B 
fore the committeeman goes back 
work, if he does, he will have to get the 
foreman to take him back. I will not 
interfere with the foreman’s manage- 
ment of his department.” 

I argued: ‘‘ You make each foreman 
the absolute ruler of his department. 
Our collective bargaining contract ! 
based on the idea that the workers hav 
a right to question an unjust act 
their foremen. It provides machinery 
for the redress of grievances. But if you 
support every act of your foremen }) 
refusing to overrule them when the 
are wrong, you prevent the machiner} 
from working and thereby violate th 


we 


contract. The contract provides, if W 


id 
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ttled grievance cases from 
n my desk at this writing, 
; firmly expect to encounter 
rain with “‘the old rascal”’ as 
1e shall never change. 

- of employer Clay typifies 
lority among the 541 em- 
it now have SWOC contracts. 


them have adjusted themselves 


ratic habits, as have most of 
ion officers and foremen in 
Only 24 of the 1,107 
izes have stopped work in 


f contract provisions, or 2% 


tal. Investigations showed that 


t strikes’? averaged less 
foremen or other super- 
ils were in error 14 times, 
ers or members 10 times, 
the strikes resulted in a 
eak-off of union-company 


of the major steel firms 
have inaugu- 


ses, as described by one steel 
levoted to the “‘ techniques of 
“the fore- 


bargaining,” and 
| union-company relations.” 
irray and Clinton S. Golden, 
incials, have been invited to 
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address many of these classes. They 
emphasize that the major responsibility 
for the peaceful operation of union- 
company contracts rests on the fore- 
men, because local unions do not resort 
to stoppages of work unless they 
question the foreman’s sincerity in try- 
ing to adjust grievances. “‘It is your 
job, as much if not more than ours,” 
Philip Murray has told foremen and 
other company officials, “to see that 
the workers have confidence that they 
will get justice through the machinery 
provided in the contract to adjust 
grievances. And until they have this 
confidence you will be threatened with 
local strikes.” 

Various management organizations, 
whose former conferences dealt with 
the way to keep independent trade 
unions out of the plant and how to sell 
the company union to the workers, are 
now devoted to ways and means of 
living with trade unions. They discuss 
how to adapt the democratic pro- 
cedures of collective bargaining to the 
production end of their business, al- 
though, as we shall see, they have not 
begun to grapple with the democratic 
ideas that follow these procedures. 


Employers Still Face Adoption of Demo- 
cratic Ideas 

Employers who have changed their 
dictatorial habits to democratic ones 
still face the task, by and large, of dis- 
carding their autocratic ideas in favor 
of democratic ones. The democratic 
ideas to which I refer are those that 
govern our political life. When we elect 
our Congressman, the victorious candi- 
date represents the voters of all political 
parties in his district; the several mi- 
norities are unrepresented in Congress, 
and the majority party is represented 
exclusively. Secondly, the city taxpayer 
who votes against the victorious candi- 
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date for Mayor, whose program advo- 
cates increased taxes to build a new city 
hospital, must pay the additional taxes 
to erect the hospital. Essentially these 
democratic ideas must be accepted by 
unions and employers alike before 
collective bargaining works smoothly 
and constructively. Unions advocate 
these ideas as a basic part of their 
program, but employers, almost uni- 
versally, derisively cast the epithets 
“closed shop”’ and “‘check off”’ at them. 

When these ideas are applied to 
union-employer relations they operate, 
with some variations, as they do in a 
political democracy. The union elected 
by a majority of the workers in any one 
plant represents them all. The mi- 
norities, as in any one Congressional 
district, are unrepresented. The ma- 
jority union bargains with the employer 
for all workers, and the minority is re- 
quired to abide by the conditions of 
employment favored by the majority; 
as, for instance, Republicans must 
obey laws passed by a Democratic 
administration. 

Police powers or disciplinary powers 
are vested in the union in direct pro- 
portion with the amount of responsi- 
bilities it assumes. The union assumes 
the responsibility to see that no stop- 
| L 


vages of work occur, that all workers 
adhere to the contract machinery to 
settle grievances peacefully, and that 
wages generally are pegged for the life 
of the contract. To fulfill these re- 
sponsibilities the union must have 
sufficient authority to discipline those 
workers who, for example, may stop 
work in violation of the contract. Be- 
cause supreme power is divided between 
the employer and the union, the ma- 
jority rule principle operates differently 
from the way it does in a political 
democracy where supreme power is 
vested in one agency, the government. 
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For example, if the Democrats are 
elected, Republicans don’t have to join 
the Democratic party, because the 
state or government has the supreme 
power to enforce the laws passed by the 
Democrats. But it is necessary for the 
minority nonmembers to join the union 
or else the majority, through the union, 
lacks the power to see that the mi- 
nority abide by their rules. An illus. 
tration: Nine hundred of 1,000 workers 
vote for Union #1. One hundred vote 
against it and do not join. If the mi- 
nority of 100 nonmembers stop work 
and happen to be in a key department, 
the entire 1,000 are affected. The em- 
ployer holds the union responsible fo: 
enforcement of the contract, but 
cannot discipline nonmembers since 
its authority is confined to members. 
All the workers are bound by th 
union-employer contract. The wage in- 
creases, shorter hours, and other bene 
fits secured by the majority are enjoyed 
likewise by the minority. The union has 


to pay hall rent, postage, grievance 


committeemen for lost time, and othe 


expenses. To meet these obligations 
every member must pay the taxes 


the 


(union dues) levied by and for th 


support of the union. All the workers 
derive equal benefits from the union, 


and therefore they must all sh 
equally in paying the cost of its upkeep 
Every plant, like every city, has that 
recalcitrant minority that has to b 
compelled to meet its obligations. 
Unfortunately, only 30% of the em 
ployers with SWOC contracts app!) 
these democratic ideas to their labor 
relations. The employers who subscril 


to these ideas are in a position to over- 
come the major difficulties in collective 


bargaining that still plague the other 
employers. There are three major difi 
culties at present confronting collecti\ 
bargaining. Their solution, as the 
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ask the union to enforce a wage adjust- 
ment, a most unpopular thing, but on 
the other hand you refuse to give it 
authority to deal with the minority 
that oppose the adjustment. 

“The union’s chief interest is self- 
preservation; it will not assume re- 
sponsibility for a wage adjustment when 
it lacks the power to protect itself 
against losing members. The union is 
too busy with its own problems, col- 
lecting dues, recruiting new members, 
and fighting to adjust grievances, to 
assume responsibility for your com- 
petitive problems. 

“You recognize the union as the 
bargaining agency for its members only, 
despite the fact that a majority of your 
employees are members. You protect 
the minority that does not belong to the 
union, and if a member refuses to pay 
his dues you also protect him. Fear that 
your protection of the minority is part 
of a conscious design to use it at an 
opportune time to destroy the union, 
keeps it on the defensive.” 

Burt was unconvinced and insisted 
upon conferring with the local union 
committee. After painting a dark pic- 
ture of the company’s position, he 
asked the committee to cooperate in 
adjusting wage rates. “That’s your 
problem, not ours,” the committee 
unanimously replied. ‘““We have our 
own problems of adjusting grievances, 
collecting dues, getting new and keeping 
old members. You don’t help us, why 
should we help you!! In fact, you place 
obstacles in our way by denying us the 
freedom to collect dues and talk union 
in the plant. And you protect the men 
that defy us and refuse to join or pay 
dues.” 

Although practical considerations in- 
fluence unions to oppose industry-wide 
wage-cuts in depressed economic times, 
they resist these cuts primarily for 
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basic economic reasons which it is not 
my present purpose to elaborate. 

Burt insisted that the union had to 
do its ‘‘own selling job of getting all the 
workers to become members and pay 
their dues.”’ “The only way I could 
help you,”’ Burt objected, “would mean 
a ‘closed shop and check-off,’ and my 
Lord, I can’t agree to that.”’ 

[ tried to explain to Burt that the 
‘closed shop”? may be a hobgoblin to 
him, but all that was necessary to take 
the union off the defensive was simple. 
‘Just announce that whereas a major- 
ity belong to the union, membership in 
the union henceforth shall be a condi- 
tion of employment for all workers, and 
that membership in the union requires 
the regular payment of dues,” I argued. 

“I'd rather take the business at a loss 
than agree to such a proposition,” 
Burt said, “you know I dare not stick 
out my neck by making my plant a 
closed shop anymore than I dared sign 
a contract before U. S. Steel did. We 
have to follow the lead of the big boys.” 

This spring, when we negotiated the 
second year’s contract, the union com- 
mittee demanded that all nonmembers 
be compelled to join the union or leave 
the plant. “ We are tired of having these 
‘scabs’ get all the benefits of the union 
and let us pay all the bill,” the union 
president, who is also the borough 
‘you can be sure 


. 


burgess, complained, 
that they pay their taxes to the borough 
or they’d lose their property, if they 
have any.” 

Burt, no longer able to sustain 
additional heavy losses, agreed ‘“‘to 
see that every employee joins the 
union and pays his dues.” This agree- 
ment was oral, as Burt still fears his 
business friends might criticize him 
for agreeing to a “closed shop.” 
Shortly afterward Burt phoned me and 
proclaimed: “‘Everyone belongs to the 
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union now, except me. When do [ ge 
my membership!” 

SWOC’s 541 contracts extend be. 
yond the basic steel industry into 2 
odd allied metal fabricating and prog. 
essing industries. While wages a, 
fairly uniform in the basic steel jndys 
try, they vary widely in the smalle; 
allied industries. Burt has seven com. 
petitors, two non-union ones that 
SWOC has not organized yet because 
they are in isolated towns. Three 
months after Burt lent his hand ty 
make his plant 100% union, the union 
immediately dropped its defensive at. 
titude because the company ceased 
protecting the minority that formerly 
defied it. Recently Burt called the loca! 
union committee into his office, and 
explained that a non-union competitor 
was underbidding him, and he could not 
take the business because his costs wer 
too high. The committee told Burt t 


take the business and promised, when 
the work was in the plant, to make what- 


ever adjustments might be necessary 
When the company started to fill th 


new orders, Burt and the union adjusted 


no. 


piece-work wage rates without chang 
ing the hourly wage rates. The 60' 
of the workers on piece-work had 
chance to make up the difference, b 
the others on hourly rates did not, s 
their rates were not reduced. Gradua 
the piece-workers upped production t 
the point that they could earn 

average daily earnings they got beio! 


the cut. This increase in production dic 


not result from an outright speed-u 
but from better coordination of prod 


tion processes and the elimination 0! 


lost time. The adjustment also 
vided that piece-work rates would ! 
be cut further when production 
Employers who find their emp! 
union deaf to their competitive p! 
lems can get their cooperation i! 
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of every move he makes, 
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the union that: 
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length of time a worker takes to perform an 
operation.) 

the men seeking work shall be 
permitted to stand inside the factory 
entrance in the mornings so as to be pro- 
tected from the weather. 


I have chosen these “ prohibitions” 
against each other at random. It is 
plain to see that, if the union had con- 
fidence in Jim Clay and vice versa, these 
matters would be left to day-to-day 
negotiations instead of being pre- 
scribed as iron-clad clauses of a con- 
tract. In contrast, the SWOC standard 
contract, which is in effect with over 
90% of the 541 companies that recog- 
nize SWOC, is general in its provisions. 
It is an administrative contract. The 
basic matters, wages, hours, vacations, 
seniority, form of recognition, etc., 
are set forth in the contract, but lesser 
matters are left to adjustment between 
the local union and management accord- 
ing to the method of adjusting griev- 
ances prescribed in the contract. 

On the basis of its experience with a 
major steel corporation, the SWOC 
National Office was able to issue a 
handbook entitled Handling Grievances 
six months after the agreement with the 
company was reached, as a guide to be 
followed by other SWOC lodges. The 
theme of the handbook is that the terms 
of relations between the union and the 
company should be developed from 


experience to experience, as Our COm- 


mon law has evolved. The introduc- 


tion to the handbook states: 









A collective bargaining contract is a 
set of agreed-upon rules governing the 
relationships between the Union and Com- 
pany. Interpretations of contract provi- 
sions to suit peculiar operating and 
employment conditions are agreed upon 
in conference and become, in effect, addi- 
tions to the basic contract. Decisions made 
in conference between both parties to the 
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contract become guides, which make it 
easier to settle future grievances. 

These interpretations and decisions grad- 
ually build themselves into a record his- 
tory of the relationships between the 
Union and Company. This record soon 
becomes a set of laws, developed in a 
democratic manner, serving as a guide 
for . . . democratic relationships . . . be- 
tween workers and management. 


The rigidity or flexibility of an 
employer’s contract with the union in 
his plant varies directly with the op- 
oil or cooperation he gives the 
union. The union can afford to sign a 
flexible contract with an employer who 
it is confident will settle all grievances 
fairly, but in self-preservation the 
union must insist upon written prohibi- 
tions and rigid rules against an em- 
ployer who it fears may continue or 
renew his attacks on its existence. 

Lastly, unions are charged with being 
negative in their activities, interested 
only in settling grievances, taking all 
they can from employers, and giving as 
little as possible. A friendly critic of 
trade unions puts the problem thus: 


practically all labor leaders, and I 

may add practically all industrialists, look 
upon the union wholly as a mechanism for 
adjusting grievances. As long as you have 
the organization set up for the adjustment 
of grievances and emphasize that, you 
cannot use it for more constructive 


purposes. 


And, it should be added, as long as an 
employer keeps the union in his plant 
on the defensive, his collective bargain- 
ing relations with it will consist ex- 
clusively of haggling over grievances. 
Trade unions, in the main, until 
recently have been so busy combatting 
the opposition of employers, defending 
their very existence, that they have 
been unable to extend their collective 


bargaining activities beyond the realm 
of grievances Employ ers, likewise 
have been so busy resisting the union. 
ization of their employees that they 
have compelled the trade unions to } 
mere “mechanisms for adjusting griey. 
ances.” Employers, when they g 
choose, can have it otherwise. _ 
Jim Clay, the “old rascal”’ employer 
complains that unions will never syc. 
ceed because “‘all they do is grow] ae 
picayunish things.” And, as I have 
said before, Clay spends most of hjs 
time growling at his union and it, ip 
turn, growls back in self-defense. Col- 
lective bargaining at Clay’s plant is, as 
a prominent labor writer described 
generally where employers resist unio 
ization, ‘‘a negative business, there js 
no give-and-take, but mere force and 
yielding to force; mere taking advan- 
tage of one another’s weaknesses 
... An employer like Clay, wi 
fights his union as he fights his com- 
petitors, can expect no more cooperi- 
tion from it than from his competit 
Bob Burt, the employer who wa 
able to adjust himself to the democrat 
procedures of collective bargaining 
also oriented himself to dem¢ 
ideas and applies them to his labor 
relations. He considers the union in! 
plant as a “permanent and const! 
tive part of my business.” It has 
main committees, the grievance 
mittee and the research committee 
The latter committee was established 
after Burt fully accepted the demo- 
cratic principle of majority rule in t! 
management of his plant, and since 
creation the grievance committee 
had little work to do. But the research 
committee has been extremely busy. 
The research committee’s funct 
are entirely separate and distinct [rot 


s 


those of the grievance committee s, ane 
it was created through a joint agree- 
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with the company that provides, 
other things: 

[he union agrees to cooperate with 

rement in order to reduce costs, 


improve quality, and in 


to advance the interests of the 


management agrees to share 


the union any benefits so 


the form of increased em- 


ili 


7 
vered to do more work with 


better working conditions, in- 


r decreased hours. 
to lose his job as a result 
ment that is installed. If 


are to be put in gradually, 
with the consent of the 
st be installed in such a 
lischarges are necessary 
at a time when sales and 
sing. 
must be joint in every 


facts and plans are to be 


union committee, and its 
1 consent must be ob- 


yn the defensive as it was 


re 


to confine itself to ad- 
1ces, the union is able to 
» constructive work, that 


productive efficiency. This 
ide possible only because 


ised all opposition to the 


tence, and is willing to share 


resulting from their joint 


( 
f 


proving production tech- 
rt and the union started 
-arch work as a result of 


issued by SWOC entitled 


Pr 


K, 


yy 


blems. The substance of 
as summarized in the 


ie of Readers Digest, is: 


x 


rkers’ union stands for the 


licy of security and plenty 


rder for all to have more, we 


ce and distribute more, not 


} 


production, guided by efh- 
gement, means lower cost per 
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unit. Lower costs tend toward lower prices. 
This enables our people to buy and use 
more goods. This, in turn, makes possible 
putting our unemployed back to work. 
With little or no unemployment, the bar- 
gaining power to labor is increased, result- 
ing in higher wages. Higher wages coupled 
with lower prices mean a higher standard 
of living. 

When asked for a wage increase or a 
reduction of hours, an employer may say, 
“T can’t afford it; it would put me out of 
business.” What then? Is the union to 
try to enforce its demands? Or is it simply 
to do nothing? 

There is something that often can be 
done about it, something that has been 
done in dozens of cases. Suppose the 
union could say to the employer, “‘ We will 
show you a way to save money enough to 
grant the wage increase,” or, “You can 
make the changes in working conditions 
that we want, and yet have lower costs 
than you do now.” If the union could 
say such things, it would have additional 
bargaining power. It would have some- 
thing valuable to offer the employer in 
exchange for what it wants. 

Almost any shop or mill is full of waste- 
ful practices. There are many workers in 
any large-sized establishment who could 
off-hand give the management hints as 
to how it could save money and put out a 
better and cheaper product. If a systematic 
study is made, a great many unsuspected 
ways of making economies can often be 
discovered. 

It may take time to educate most 
employers to such [a program]... . But 
nothing is to be gained by trying union- 
management cooperation before both sides 
are ready to accept it in good faith. 


This handbook was received so well 
that, in addition to SWOC lodges, over 
5,000 copies have been distributed to 
employers at their request in virtually 
every basic industry of the country. Of 
the 541 employers under SWOC con- 
tract, however, only 30% have con- 
cluded or begun negotiations to put 














/ 


into effect in their plants the program 
= 1 Production Problems. And 
significantly, this corre- 
roe to the percents ive of emp sloyers 
with SWOC contracts that fully accept 
in their labor 1 
principles that govern our political life. 
\s more and more of the employers in 
cooperation with SWOC extend the 
democratic principles of our political 
life into the economic life of workers 


percentage 


lations the democratic 


and management, industrial peace will 
become the order of the day in the steel 


and allied industries. 


Conclusions 

\ few hard-tack conclusions from 
this discussion: 

Labor-employer peace is the result of 
a simple formula; namely, employers 
recognize labor’s right to organize and 
accept organized labor into the manage- 
ment of industry on a democratic basis. 

Labor-employer trouble is the result 
of an equally simple formula; namely, 
employers oppose any power being 
vested in labor by permitting it to 
organize and refuse to take labor, when 
it does manage to organize, into the 
counsels of industry. 

The uncertainty of peace after the 
employer and union sign a contract will 
continue until foremen and other plant 
supervisory officials and local union 
officers and members adjust themselves 
to democratic ways, and the latter 
never will or can until the former 
do. 

Unions will be mere 
adjust workers’ grievances until em- 
elations with their workers 


agencies to 


ployers’ 
are governed by the democratic princi- 
] 


ples that rule our political life, and 
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employers fully recognize and deal wit) 
unions accordingly. 
Responsible union leaders develop 
quickly as employers cease challengin, 
the right of their unions to exist, ang 
no quicker. It is assumed unfairly tha 
union leaders fighting employer Oppo- 
sition to the existence of their unions 
are irresponsible. If this is a fair as. 
sumption, then employers offering such 
opposition are likewise irresponsible, 
Union employers who are menaced 
by non-union competitors will continue 
to be until they cease all opposition 
unions so they will be free to concen. 
trate their efforts on ongenixing the 
non-union employers, to the end t! 
all employers in an industry are bound 
by an industry-wide contract. 
Union contracts are as rigid as em- 


as 


ployers’ opposition is fierce, and 


flexible as employers’ cooperati 
sincere. 

Management gets the kind of 
leadership it deserves. Employers wil 
get as much cooperation from trade 
union leaders as they give, and as muc! 
opposition as they offer. 

This discussion is the story 
C.I.0. union, one of the new bas 
industry unions. Of it Myron C. Taj 
recently resigned head of the Unit 
States Steel Corporation, said: 


The Union (SWOC) has scrupul 
followed the terms of its agreement 
in so far as I know, has made no unf 
effort to bring other employees int 
ranks, while the Corporation subsidiaries 
during a very difficult period, have 
entirely free of labor disturbance 
kind. The cost of a strike 
tion, to the public, and to the men—w 
have been incalculable. 





to the Corpora- 











HE stabilization of the bitumi- 
is coal industry, either vol- 
tarily or through legislation, 
ioned more discussion in 








than any other phase of 

e control of industry. Because 
ize and relative importance of 
y, it might be well to ex- 
recent history, the back- 
attempts at stabilization, 
results however meager and 










any other basic indus- 

ninous coal contributed to 
industrial development of 

ntry. Until the time of the 

World War, its growth followed the 
ill industry in America. Its 
depressions were identical 
of other basic industries 
the production of all fuels. 
despite the fact that bitu- 
is still the largest single 
energy, the peak production 
1918 has not since been 
On the other hand, the total 
f all types of energy in- 
1929, with oil and natural 

















sing their 1929 production. 





Bituminous coal production has shown 





distinct downward trend 





1918 with only partial recovery 





4" point reached in 1932.! 





istry has in recent years 





with two definite factors 
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place as a fuel industry. 





place, it has been directly 






f the Interior, Minerals Ycar- 









rHE ATTEMPTED STABILIZATION OF THE 
BITUMINOUS COAL INDUSTRY 


BY FRANK G. SMITH 





curtailed by the general industrial set- 
backs of the past nine years and, in 
the second place, it has had to deal 
with the problem of declining produc- 
tion in years when the total produc- 
tion of energy and the production of 
all industries have been increasing.’ 
Thus, bituminous coal has had its 
own private depression since the end 
of the War. 

The average manufacturing or mer- 
cantile enterprise, faced with what ap- 
pears to be a permanently declining 
market, has before it three possibili- 
ties. First, it may liquidate its proper- 
ties and take its loss at once. Second, 
it may diversify its products or find 
new uses for them. Third, it may 
change entirely its type of manufac- 
ture or merchandising as the case may 
be. None of these avenues, however, 
has been open to the producer of coal. 
As to the first, it is evident that a large 
investment in highly specialized equip- 
ment, land, and structures which have 
but one possible use precludes the idea 
of liquidation even upon the most un- 
profitable basis. Even a suspension of 
operations in anticipation of a more 
active market is difficult to justify. 
The general result is a smaller deficit 
to the operator if coal is sold somewhat 
below cost than if the mining plant is 
shut down entirely. Ventilation to pre- 
vent the accumulation of dangerous 
gases, pumping to prevent flooding, 


and timbering to prevent the loss of 





factors bringing about these changes appeared in 
“The Future of the Bituminous Coal Industry” by 
John T. Ryan, Jr., xtv HARVARD BUSINESS REVIEW 3 
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working places must go on in any 
event. Hence, there has been for many 
years an unusually large excess of pro- 
ductive capacity in this particular 
industry. 

As to the second possible approach to 
the problem of declining markets, there 
has been a great deal of discussion per- 
taining to the discovery of new uses for 
coal. However, such new uses as may 
have been discovered have either re- 
quired a relatively small quantity of 
coal or have not been commercially 
feasible. The main technical develop- 
ment in the use of coal has been a 
marked increase in the efficiency of its 
use with a resulting decrease in the 
amount of coal required to produce a 
given amount of energy.? 

The third approach to the problem, 
that is, a change in the type of manu- 
facture or product, is clearly impossible 
in the case of any extractive industry, 
particularly when the final product 
is as little changed from its original 
state in passing from producer to con- 
sumer as in the case of bituminous 
coal. The following 
serve as a partial indication of the 
relatively rigid condition of the soft 


discussion will 


coal industry. 

3ecause the bituminous coal indus- 
try is an extractive industry, the pro- 
duction and marketing of coal is 
directly affected by natural geological 
and geographical characteristics which 
are to a large degree beyond the con- 
rol of the producers. In the case of 


i 


individual these factors 


vary to a noticeable degree. In the 


each mine, 
first place, the make-up of the coal 
seam itself determines, to a great ex- 
tent, the cost of mining and preparing 


3In 1917 steam railroads consumed 176 lbs. of coal 
per I, gross ton-miles, while in 1937 the consump- 
ti the same basis was only 117 lbs. (Data from 
the reports of the U. S. Fuel Administration and 


Coal in 1937.) 
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coal for the market. One producer May 
be faced with the problem of minino 
and cleaning a seam of coal having ; 
height of four feet in which there may 
be one or several bands of impuritie 
which cannot be allowed to go into th : 
market. Yet another producer who 
output competes directly with this cog] 
may have a mine operating in a sean 
greater in height and free from impur.- \J 
ties. Moreover, either of these produc. 
ers may have a marketing advantay 
resulting from the suitability of one 
these coals for some specific purpose or 1 
from a low inherent ash content. 
The manner in which the seam 
curs and the character of the surr 
ing strata also contribute largely 
producing costs and therefore to « 
petitive advantages or disadvantages 
Adverse grades increase the costs 
hauling coal underground; the preser 
of an abundance of water or exp! 
gases creates additional costs; and t 
presence of weak or brittle overlying 
strata necessitates costly timbering 
Finally, the manner in which thi 
must be brought to the surface direct 
determines a portion of cost. In s 
cases, coal occurs at or above the | 
at which it is to be loaded into railr 
cars and in others at a distance below I 
the surface. 
The total effect of the foregoing Ia | 
tors determines the environment 
each individual mine, and in 1 
can the individual operator vary 
In some cases natural character! 
are such that a great deal of labor ¢: i 
be supplanted by machines, while Ir 


then 


other cases mechanization is mad 
ficult to the point of impossibility 


natural and inherent obstacles 


In 1917 electric utilities consumed 3.2 
per kw.-hr. produced, while in 1937 only 1-4 
were needed. (Data from the divi 
resources reports, U. S. Geological Surv 


Minerals Yearbook 1938.) 
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nderground. Thus, as mar- 
factors change, producers 
coal are at the mercy of 
e operating conditions. 
have the natural character- 
al mining contributed factors 
to competition within the 
they have acted to hinder 
the technique of mining. 
operators have been able 
mselves of the latest de- 
n labor saving machinery, 
t because of natural ob- 
variable markets. The re- 
that until recently only 
of the industry has 
inized. In other words, the 
try has been unable to 
in a manner compar- 
t reduction of all indus- 
ral and competing fuel 
particular. 
tor of inflexibility has 
some sections of the 
al industry for many 
wage scales have been 
collective bargaining 
These agreements have 
in the Central Competi- 
t* since a time prior to 1900 
period between 1927 and 
which time only a small 
industry was unionized. 
which wages affect costs 
hen it is realized that 
labor represented as 
of the cost of mining. 
long period of time when 
nts were in force in Ohio, 
is, and western Pennsyl- 
tricts south of the Ohio 
elatively free of unioniza- 
re allowed to develop with 


: : = 
w those obtaining in 
helds. At the same time, 


differentials between the unionized 
producing districts were becoming fixed 
on the basis of precedent. While condi- 
tions have changed, many of these 
traditional differentials are still in 
existence. For example, certain dis- 
tricts separated only by county lines 
or rivers carry differentials of as much 
as 5o¢ per day where wages are paid 
by the day, despite the fact that there 
is no difference in the type of work 
performed. Furthermore, during the 
period above mentioned, there was a 
gradual increase in the amount and 
different types of compensation pro- 
vided under collective bargaining ar- 
rangements for specific local conditions 
encountered by the miner. This re- 
sulted from the fact that such specific 
forms of extra compensation were al- 
ways determined by small subdivisions 
of the industry comprising only a few 
counties. Naturally, producers were at 
a disadvantage in dealing because they 
were often relatively small and few in 
number. Further, in many cases they 
were owned by railroads and looked 
upon as a source of traffic rather than 
revenue. Hence, they were forced by 
their owners to settle at any price in 
order to avoid a cessation of operations. 
The effect was to raise the total labor 
cost of large sections of the industry. 
Freight rates on coal provide still 





another large item contributing to the 
inability of coal to compete with its 
rivals. This condition arises from the 
fact that a relatively large proportion 
of the cost to the consumer of coal is 
made up of transportation charges. For 
example, a ton of coal costing approxi- 
mately $2.00 at the mine in southern 
Ohio carries a freight rate of $1.36 into 
Columbus, a matter of about 6s miles 
from the point of origin. When it is re- 
alized that the great preponderance of 
coal moves a much greater distance to 
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its final destination, it becomes clear 
that a large proportion of the price 
paid by the user of coal is entirely be- 
yond the control of the producer. 
Thus, it is apparent that unchange- 
scales, and relatively high fixed freight 
rates have placed the coal industry in 
a position where it has been unable to 


, 


able operating conditions, rigid wage 


maintain its place as a fuel industry. 

While the conditions under which 
the industry must operate have been, 
to a large degree, fixed, market condi- 
tions have changed greatly. Before the 
World War the preponderance of in- 
dustrial power was supplied by boilers 
located in each individual industrial 
plant. Naturally the bargaining power 
of these plants was not great. Now, 
however, power is produced centrally 
by large power plants consuming great 
quantities of coal and having facilities 
for storing coal. By virtue of their size, 
these consumers have been able to 
drive a harder bargain with the coal 
industry than could their predeces- 
sors. In addition, the consumption of 
coal with relation to industrial pro- 
duction has been reduced by the in- 
creased efficiency of central power 
plants over that of small power units 
in plants. 

As an added factor of change, steam 
railroads have been able to reduce 
their consumption per thousand of 
gross ton miles, and central power 
stations have been able to produce 
power from less coal, as pointed out 
in an earlier paragraph. However, had 
this increased efhciency not occurred, 
it is probable that bituminous coal 
would have lost more of its markets to 
oil, gas, and hydro-electric power. 

‘| 
markets and continued overcapacity 
ization 


1e inevitable result of declining 


o =f 





has been a definite demora 
with violent competition between pro- 


ducers for the shrinking volume 
business. Where possible, wages have 
been cut with resulting distress 
labor. Since the producer has had 
trol over only a small part of the de! 
ered cost of coal, the reduction of 
prices necessary to meet intra-in< 
competition and the onslaught of 
petitive fuels has wiped out any possi 
bility of a margin of profit. The 
number of small producers, many 
whom were willing to take business 
any price, made price maintenanc 
impossible except in periods of unusual 
seasonal activity. 
Plans of Control 

The past five years have witnessed 
continuous 
part of interested groups to brin 
some sort of legislation or voluntary 
control to remedy the ills of the indus. 
try. The first of these plans gained im- 
petus when, on March 13, 1933, t! 
United States Supreme Court declared 
the formation and operations of Ap- 
palachian Coals, Incorporated, consti- 


Sherman Act. The Court went ¢ 
further in recognizing the depressed 
state of the coal industry and the | 
sibility of this form of corporati 
solution for the problem. 
Basically, the plan embodied in 
Incorporated, 
one of price fixing through the us¢ 
a central selling agency 
which all coal produced in a given ¢ 
was to be marketed. 
the agency was by stock owne! 
based upon the tonnage of the 
bers. Such membership was entirely 
voluntary. 
agency sold no coal. In fact, market 


which in most cases were the 
e ° e ° 1 
existing sales organizations ol the 
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result was price stabiliza- 


the district embraced by 


ing agency, and the size 


ict was limited to a pro- 


aving similar marketing 
ting inter-district com- 
it impossible to bring 


trict under the same 


immediate 
other than 
under Appalachian,°® 
districts immediately 


met with an 


listricts 


agencies similar to the 
igh this 
rice stabilization 


means some 


was 


wever, as was to be 
plan did not and could 
ible any inter-district 
zation. The competition 
uthern operators and 
operators continued un- 
nly within each sepa- 
that competition was 
t degree of stabilization 
ved by the summer of 
ions centering around 
iminous Coal Code were 


period found large non- 
ns of the industry faced 
dealing with 

juired by Section 7a of 
[Industrial Recovery Act. 
ie subsequent unioniza- 


( ity of 


reas a greater stabiliza- 
with regard to the 
etween districts was ef- 
factors immediately re- 
inusual shipment of coal 
1933, In anticipation of 
in the fall. The result was 
he market of many mar- 
who had been inactive 

id of time. 
1 districts and is not 


hian District referred 


ration 


131 


On September 16, 1933, a code of 
fair competition for the whole bitu- 
minous coal industry was agreed upon 
by the National Recovery Administra- 
tion and a committee of eighteen oper- 
ators. This code embodied provisions 
as to labor relations, fair trade prac- 
tices, and price setting through the 
medium of district code authorities. 
These code authorities were based, in 
most cases, upon the already existing 
regional sales agencies. On the basis 
of the labor provisions of the code, the 
United Mine Workers of America and 
the operators signed the first Appa- 
lachian Wage Agreement’on September 
21, 1933. The areas covered by the 
agreement represented an entirely new 
wage-determining basis and resulted 
in the establishment of a pattern of 
wage negotiations which remains in 
effect at present. 

Early in the course of regulation 
under the prices were fairly 
stable, although price “‘chiseling”’ soon 
developed and the course of the Bitu- 
minous Coal Code was extremely uncer- 
tain. It did, however, result in some 
redistribution of tonnage, strengthened 
the position of the northern producing 
in- 


code, 


ec 


and reduced in several 
the tonnage of the southern 


lerable 


districts, 
stances 

fields which had enjoyed consic 
growth since the War. On the whole, 
the industry experienced a certain 
amount of prosperity during the life 
of the code, but the value of the code 
respect is difficult to 
witnessed an appreci- 


in this assay 
since that period 
able amount of industrial recovery. One 
fact is certain, that is, the marginal and 
higher cost sections of the industry 
were supported and enabled to put 
their properties in better operating 
condition, while the shift of tonnage to 


6 This agreement covered not only the southern fields 


but certain of the northern fields. 
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fields further from the larger 
markets was definitely retarded. 


It was inevitable that dissatisfaction 


newer 


with the code should develop because 
of its temporary nature and the diff- 
culty of enforcement. Growing out of 
this dissatisfaction the first so-called 


Guffey Bill was presented early in 1935. 


This bill was under discussion at the 
time of the failure of the National In- 
dustrial Recovery Act to stand the 
test of constitutionality in the famous 
Schechter case, which was decided by 
the United States Supreme Court on 
May 27, 1935. The first bill for the 


stabilization of the coal industry con- 
tained most of the provisions of the 
ill-fated coal code including a replica of 
Section 7a relating to labor. It went 

ther in establishing a punitive tax 
to secure enforcement of the act and 
compliance on the part of all producers. 
In addition, the bill provided a tax to 
enable the government to purchase un- 
used coal reserves and aid stranded 
mining communities. 

Despite the fact that this bill re- 
ceived a great deal of support from the 
ndustry 


Congress in August, 1935, it met with 
immediate opposition from certain sec- 


and was finally passed by 


tions of the mining fraternity and from 


the lower courts. Taxes were paid 
under protest: certain districts were 


slow in complying with the price 


coordination features of the act: and 
finally, on May 15, 1936, it was de- 


lared unconstitutional by the United 


States Supreme Court. The decision, 
h er, pointed out as unconstitu- 
tional those sections relating to labor 


rather than those relating to market- 
ing, and a new bill was immediately 
ilated and i laced before Congress. 
the summer of 1936, the in- 
stabilizing 


without any 
regional 


dustry was 


sales 


| ] 
agency except the old 
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agencies which were still in eXistence ex] 
in most districts. The total resyl; + ME en 
all efforts at stabilization up to thie cel 
time was a relatively stable wage sca}, est 
in effect in most districts. Prices, how. Me th 


ever, were no more under control tha; 
I 1933, although they wer 
necessarily higher as a result of jp. 


in early 
creased labor costs. The Guffey Bij 
had come and gone without once hay. 
ing been operative so far as coal prices 
were concerned. 

The new bill which was rushed 
fore Congress as soon as the act 
1935 was declared unconstituti 
did not contain the labor provision 
which had been the cause of t 
fall of the first attempt. However, t 
bill was lost in the closing hours of t 
74th Congress because of a threaten 
fillibuster, and again the industry 
without hope of help from outsid 


, : 
ne down 


own ranks. The coal commission whi 
was set up by the original act cor 
ued to function as a fact finding agency; 
and in anticipation of the later pas- 
sage of some other form of legislati 
control. 

The Appalachian 
tween the mine workers and the ope 


Agreement 


tors was renewed as of April 1, 19 
for a period of two years. Oo! 
thereafter, the Guffey-Vinson bi 
the Coal Conservation Act of 19 
was passed by the Congress 
signed by the President on April 2 
1937. This act declares the reg 

of the sale and distribution ol 
minous coal in interstate comme! 
be necessary to protect the natura 
sources of the country and to ren 
obstacles from interstate com! 
Further, it establishes in the Dey 
ment of the National 5 
tuminous Coal Commission com} 
of seven members appointed b: 
whom two are 


Interior a 


President, of 





various 


rious distric ts. 
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mine workers, two experi- 
and the rest repre- 
e public. This act also 
Department of 
. consumers’ counsel for the 
ttecting the rights of the 
imers. It is further pro- 
he Commission shall pro- 
Bituminous Coal Code. 
the bituminous coal 
vided into 23 producing 
grouped into IO 
e areas, and provision is 
trict board of producers 
e districts. These boards 


less than 


seventeen mem- 
number being deter- 


vote of the 
basis of their 1936 
ut one of the members 
board are producers, 
mber being chosen by the 
epresenting the majority 
rkers in the district. Half 
members are elected by 
the district on the ba- 

r, one vote being ac- 
The other half 


upon the 
pr¢ )- 


giving representation to 
1] 7 7 
mall operators. 

' 2 distric ts, there 

commission a 

u for the purpose of 

facilitate the 

n of average production 


facilitate the operation 
cent per ton 
ld is levied upon all pro- 


the act 
of the 


ill bituminous coal sold 
osed of, prov ided that 


who signify their will- 
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ingness to become members of the code 
mentioned above and comply with the 
provisions of the act are exempted 
from the payment of this 1914% tax. 
Thus the second tax is intended purely 
as a means of policing the act and not 
as a means of raising revenue. Other 
provisions of the act, too numerous to 
mention here, relate to the definition 
of the specific powers and limitations 
of the Commission, the consumers’ 
counsel, and the district boards. Fi- 
nally, the act sets forth certain definite 
practices which are construed to be 
unfair trade practices. 

Price Provisions, Guffey-Vinson Act 

In the writer’s opinion, the most 
important provisions of the Guffey- 
Vinson Act are those relating to the 
establishment of minimum and maxi- 
mum prices and the procedure which 
has grown out of these provisions. This 
procedure is outlined briefly below. 

Before any work pertaining to the 
actual setting of prices may be done, 
it is necessary to determine the basis 
for prices in each minimum price area, 
that is, the weighted average producing 
cost. This cost is set up for each pro- 
ducing district by the producers’ board 
upon the basis of cost data supplied 
by the statistical bureau in and for that 
particular district. The weighted aver- 
age costs for the 23 producing districts 
are then combined by the Coal Com- 
mission into weighted average costs for 
each minimum price area, and these 
costs provide the _ price-determining 
basis. 

As a preliminary to actual price set- 
ting, the district boards must classify 
the mines and the various grades or 
sizes of coal within the district as to 
quality and marketability. Then pre- 
liminary prices are set up on the basis 
of this classification. These prices are 
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required to be set in such a manner 
that when weighted by the tonnage 
within the district they will yield a 
gross realization as nearly as may be 
equal to the weighted average cost for 
the minimum price area of which the 
particular district is a part. It might be 
well to point out by way of emphasis 
that this preliminary classification and 
price setting establishes all the intra- 
district price differentials. 

The preliminary price schedules 
drawn up by the district boards are 
then presented to the National Bitu- 
minous Coal Commission, together 
with suggestions for marketing rules 
and regulations. These prices, rules, 
and regulations may be approved, 
disapproved, or modified by the 
Commission. 

After the price schedules are passed 
upon by the Commission, they are 
turned back to the several district 
boards. The next and perhaps the 
most difficult step is the coordination 
of price schedules as between districts. 
This is worked out by the district 
boards themselves, working together. 
In this manner the various district 
price schedules are modified to take 
into account the delivered price of the 
different coals in common consuming 
areas. The common consuming areas 
are based upon market areas set up by 
the Commission. The effect of this step 
in the procedure of price setting is to 
eliminate in so far as possible any un- 
duly discriminatory price differentials 
between districts. 

When the price schedules of the pro- 
ducing districts are finally coordinated, 
they are submitted to the National Bi- 
tuminous Coal Commission, and the 
Commission, as provided in the act, 
establishes effective minimum prices. 
These prices, however, are subject to 
modification by the Commission upon 


complaint or upon the Commission’, 
own motion. Also, due regard must be 
had for public hearings before prices 
are finally established. Finally, cop. 
sumers’ counsel, or any producer, dis. 
satisfied with the price schedules or any 
part of them has the right to a hearing. 

As provided by the Guffey Bill, the 
Commission may also set up maximum 
prices in order to protect the publi 
from a runaway market. These maxi. 
mum prices are to be set at a uniform 
increase over the minimum prices jp 
effect, provided, however, that they 
shall yield a reasonable return on the 
basis of the weighted average produc- 
ing cost. It is further provided that n 
maximum price shall be established for 
any mine which does not yield a fair 
return on a fair valuation of th 
property. 

In order to enforce the minimum and 
maximum prices when established by 
the Commission, the Commission j 
empowered to suspend any code men- 
ber guilty of a violation of the code. 


This, of course, includes the sale or dis- 


posal of coal below the minimum 
above the maximum prices in effect 


In addition, any discounts or other 


Tr) 


subterfuges which may be construed 
to constitute an attempt to evade the 
established prices shall be considered 
a violation. When and if a code men- 


ber is suspended, the 1914 % tax on hi 
coal shall immediately apply until suc! 
time as reinstatement is possible. 


All prices provided under the act as 


outlined above are subject to review 


by the Commission upon complait 


by any producer, by any producers 


board, or by consumers’ counsel. Thus, 
any of the interested parties have re- 
course in the event that they iee! 


themselves discriminated against. 
The first minimum price schedu 


j 


under the present act became effectiv’ 
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16, 1937, and, unlike 


ler the NRA code, came in 


ession of industrial activity 
ne hand and a fairly mild 


the other. Opposition from 


the industry was not appreci- 


the case of the act of 1935. 
certain groups of large con- 
svether with consumers’ coun- 
under the act, succeeded 
rices thrown out by the 
on February 23, 1938, 
than two months after 
effective. Because the 
imers of bituminous coal 
ip early in December in 
1 of a rise in price, ship- 
extremely slow in January 
ind again the attempted 

n was without actual 

that time no prices have 

1 at the present writing 
ion in Washington is con- 
igs On price correlations 
the various producers’ 
the hope of establishing 
rices as soon as may be 


ut above, the bitumi- 

try has passed througha 

ve years of continuous effort 
wages and prices. The total 
s been a more stable wage 
wer wage differentials be- 
thern and southern fields 
been in effect at any period 
the history of the industry. 
‘contrary, remain uncon- 
in so far as they are 
wages which represent a 
tion of cost. Within the 
elf, the higher wage scales 
a stimulus to mechaniza- 
result, the elimination of 
improved mining tech- 

ne forward with increasing 


sections where natural 


conditions permit. Those producers 
who have been able to mechanize 
have placed themselves in a markedly 
stronger position. In the meantime, 
however, the competition from other 
sources of energy has gone on un- 
abated. Oil and natural gas have con- 
tinued to take an increasing share of 
the energy market, and hydro-electric 
power development has been greater 
than at any time in history. It is signif- 
icant that no plan for stabilization has 
even so much as approached this phase 
of the problem directly. Finally, no plan 
since the first Guffey Bill has ap- 
proached the problem of limiting pro- 
duction and removing overcapacity. 


The Present Problem of Control 

Because price regulation has been 
negligible since the failure of the first 
3ituminous Coal Code, it is not possi- 
ble to evaluate its effects. It is, there- 
fore, possible only to examine the 
problem facing the present National 
3ituminous Coal Commission, the pos- 
sibility of success in correlating and 
establishing prices, and the probable 
immediate and future effects of these 
controlled prices. 

In the formulation of the Coal Con- 
servation Act of 1937, as in the case of 
prior attempts at regulatory legisla- 
tion, the establishment of minimum 
prices is based upon voluntary action 
on the part of the industry itself. Each 
district producers’ board is given the 
opportunity to set up prices within its 
district. This serves in part to pose the 
problem facing the Commission and 
the industry at large. This commission 
must legislate for an industry com- 
posed of almost 7,000 mines, each 
capable of producing at least 1,000 tons 
or more per day, as well as many thou- 
sands more of smaller size.” Each one 
7U. S. Department of the Interior, Minerals Year- 


1 ’ 5 
C R IQ30. 
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price structure in effect. Naturally 


of these mines, it must be remembered, 
has its own particular physical prob- 
lems and working conditions, its own 
particular market conditions, and its 
own general mining characteristics. 
Upon this extremely complicated situa- 
tion bear other outside influences which 
iffect the position of each individual 
unit of the industry. In the first place, 
the marketing of the coal from each in- 
dividual mine is directly affected by 
the freight rates applicable to delivery 
in the logical saan areas. Since these 
freight rates are a large part of the cost 
of coal to the consumer, they largely 
determine just which coals will have 
preference in certain consuming cen- 
ters. Any slight change naturally af- 
fects several mines. Finally, the ability 
to compete is directly affected by 
wages. There exists a complicated 
structure of wages dictated by prec- 
edent which provides inter-district and 
inter-mine differentials resulting from 
attempts to compensate for specific 
local conditions. Since the industry 
has operated and does operate at a 
loss, or upon a very narrow margin of 
profit, it goes without saying that the 
slightest change in existing prices 
necessarily results in a change in the 
earnings outlook for each individual 
unit. This is intensified because of the 
interchangeability of many coals for 
specific purposes. [t is this situation, 
then, which must be faced by the Bitu- 
minous Coal Commission in correlating 
prices and putting them into effect. 
In order to avoid sizable shifts in ton- 
nage with attendant distress to some 
sections of the industry, the Commis- 
sion must be extremely careful in 
establishing prices. 

\fter it meets the problem of an 
equitable price structure, the Com- 
mission’s next important problem will 
be encountered in trying to keep the 


i 


the gener ral consuming public is inter. 
ested in lower prices, but the larger 
consumers are presumably interestej 
in a complete breakdown of the pr 


structures 





ce 


As to the ability of the Commissio, 
and the industry to meet these pro b. 


lems, it has been demonstrated 


they are able to set up prices. No 
only was a final schedule of prices 
arrived at last winter, but prices were 
set up and maintained under the NRA 
Hence, in spite of the difficulty of ar. 


riving at final prices suitable 


t 


majority of the producers, it is reas. 
onable to expect that it can be accom- 


plished. The ability of the Commission 


n 


to meet the second major problem, 


however, is problematical. Whet 


the Commission can maintain prices in 


the face of opposition from large 


powerful consumers is difficult to saj 


| 


y 


It must be remembered that the indus- 


rfair 


try has been furnishing fuel to ce 
consuming markets at or below 


for many years, and any attempt 
remedy the situation will be unpo; 


lar in certain quarters. Finally, 


producers of coal will oppose 1 
tablishment of minimum prices b 


it will deprive them of competitive ad- 
vantages arising out of low operati! 


costs and strategic location. 


In spite of the foregoing fact 


detrimental to the success of 
regulation, it is the belief of a 
portion of the bituminous coal 
try that prices will be established 


made effective. On the other hand, | 


T 
} 


generally conceded that these 


are bound to cause some dislocation 


tonnage in certain sections of t! 


dustry. However, it is recognized t 


after prices have been in effect for 


time, the industry as a whole will 


come 


f 


- N- 


come readjusted to the situation 





, f 









QOL 
lividual producers and 
ning districts are pro- 
means of remedy before 






n. It appears logical to 
the ultimate result, if 
maintained, will be the 
f fixed differentials as 







railroad freight rates. 







Effects of Price Regulation 
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e regulation if it can be 
manent fact. These prob- 
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ely and, more impor- 





be expected over a 





1 years. 
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mpted to present argu- 





t that price regulation 





liately remedy the basic 
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the excess capacity, stop 
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perity. On the con- 
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onomics indicates that 





price structure will stimu- 





to competing fuels such 
ral gas. Moreover, the 
of these prices will pro- 







° } 
nt marginal producers 





ther marginal producers 





et. The other side of the 
r, is that the protection 


nal producers will stop 







tural resources. It must 





ed that each time a mine 





abandoned, a certain 


recoverable coal is lost 
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ny set of old mine 
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to indicate that mil- 
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been lost as a result of the mines having 
been shut down before they were 
exhausted. 

Despite the fact that the shift to 
competing fuels will continue, higher 
average prices are certain to improve 
the earnings of the industry at the out- 
set. This, then, will enable producers 
to have funds available to make im- 
provements in their properties for the 
purpose of reducing costs and improv- 
ing the preparation of their product. 
This last factor will be increasingly 
important because of the fact that it 
will be the only avenue left open to 
the producers and sellers of coal in 
competing for a share in the diminish- 
ing portion of the energy market left 
to bituminous coal. 

As may be seen, higher prices and a 
poorer competitive position for the 
industry as a whole will have the ef- 
fect of aggravating rather than reme- 
dying the basic difficulties of the coal 
industry. However, it is important that 
these factors be examined in the light 
of their probable long-range effects. 

The principal danger inherent in the 
present set-up of the Bituminous Coal 
Commission lies in the fact that it is 
dominated by producer interests. This 
term is used in its larger sense to in- 
clude labor. Hence, the greater pres- 
sure from within the industry and 
within the Commission itself will be 
for higher wages and higher prices. It 
is only natural for producers to want 
higher prices and, having obtained 
them, to be in a poor position to refuse 
higher wages when demanded by labor. 
Also, it must be pointed out that the 
original inspiration for the first Guffey 
Act came largely from organized labor, 
and labor will naturally demand its 
share of the benefits. On the other 
hand, it has been demonstrated under 
the present act that consumer interests 
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are able to protect themselves in deal- 
ing with the Commission. The ultimate 
result of this interplay of forces is dif- 
ficult to predict. They may possibly 
result in the eventual breakdown of 
regulatory legislation. 

On the assumption, however, that 
the act functions as expected and that 
prices are established at or near the 
average cost of production, the ability 
of producers to cut their costs will 
result in a lowering of the weighted 
average costs in the various minimum 
price areas, downward or upward 
revision being provided for under the 
act. Such a reduction of costs will 
require a reduction of minimum prices, 
and this fact will, in part, counteract 
the effect of competition from other 
sources of energy. Furthermore, mar- 
ginal producers will not be forced out 
of the business violently but over a 
period of time, with a consequent 
gradual readjustment and the salvag- 
ing of certain coal reserves which would 
otherwise be lost. In other words, the 
regulation of prices will have a cush- 
ioning effect, and will in part eliminate 
the periods of violent distress which 
have been a characteristic of this in- 
dustry even during its early develop- 


ment and prosperity. Because a means 
of price maintenance is provided, the 
wage cutting which was characteristic 
of the early history of this industry 
will be without reason’ 

It has been argued by opponents of 
the plan that a free competitive market 


would result in a better condition in th. 
industry and a cheaper fuel supply for 
the nation as a whole. This is undoyby. 
edly true under a condition of norm,| 
growth and expansion. However, ex. 
perience indicates that bituminous ¢ 
reached a saturation point at the end 
of the War. The competition of tithe: 
fuels, as well as the increased efficiency 
in the use of coal and a general slowing 
down of population increase and indys- 
trial expansion, will result in a more 
less constant or slightly declining 
mand for coal. As pointed out above. 
destructive competition has become al- 
most a certainty, and it is doubtful thar 
the nation as a whole has gained any- 
thing by virtue of low coal prices. T} 
cost of capital losses, the waste of nat- 
ural resources, and depressed living 
standards in the industry have, in all 
probability, more than offset any say- 
ing in the total fuel bill of the countr 
Since it is obviously difficult, not 
say impossible, to prevent overcapac- 
ity through the curtailment of produ 
tion because of the attitude of tl 
courts, marketing control seems t 
the only alternative. In this respect 
the Coal Conservation Act of 1937 
makes a definite approach to the pr 


f the Bi- 


lem. If the present efforts of th 
tuminous Coal Commission and 
industry continue as contemplated, 
this law and its price setting provisio! 
will be put to the test of experien 
within the near future. 








r 













































ex 


cine 
LIICSsS, 


1 cedar. 


HOSE who are not workers or 


tors in forests and forest 
y, and many who are, 
e belief that the forest 
1imical to the forest; and 
Fest. 
public attitude is based 


they are cold to its 


tinuing exploitation of our 


rest But it iS 
imple. A closer study of 


resources. 


mn in every region dis- 
relationships and inter- 
of public and private 


ving factual presentation 
t to analyze these relation- 


terdependencies in their 
and governmental 
long-time 
and the 

use, a 


fo r 


ause of the 


forest growth 
wot »d 


, . 
ends In 


roach is necessary 


nding of forest objectives 


ious measures advocated 


ent and industry to accom- 


ectives. 


United States 
softwood The 
t extends from Minne- 
pre- 
pine, 


I tinental 
forests. 
and its 
pecies are white 
spruce; most of the white 


England, 


en cut. The Southern 
across the ten South 
Gulf states, and its 


ies are the southern pines 
lhe Pacific Forest is in 
Oregon, and California, 

| species are fir, spruce, 
The Rocky Moun- 


FORESTS AND FOREST INDUSTRY 


BY ROBERT B. GOODMAN 








tain Forest, composed of isolated forest 
areas, extends from Montana in the 
north to Arizona and New Mexico 
in the south, and it is composed of a 
variety of softwood species, including 
yellow pine, larch, and juniper. Inter- 
mingled with the softwoods is the 
Central Hardwood Forest, extending 
from the Lake States south through 
the Appalachians to eastern Texas. 
Its principal species are the northern 
hardwoods, maple, birch, ash, elm, 
basswood, and oak; and the southern 
hardwoods, oak, gum, Appalachian 
maple, and poplar. The desert and 
prairie regions, extending from eastern 
Montana and North Dakota south to 
western Texas and eastern New Mexico, 
are nonforested plains and open 
woodland. 

Within the four softwood forests 
there are nine major softwood lumber- 
producing regions, of which the West 
Coast and the Western Pine now 
account for more than one-half of our 
softwood lumber production. ‘There 
are eight major hardwood-producing 
regions, of which the Southern and the 
Appalachian account for three-fifths 
of our hardwood lumber production. 

The varying physical conditions— 
tree species, soil, rainfall, prevailing 
winds, altitude, topography—affect the 
density of the timber stand, the rate 
of growth, the life span of the tree from 
seedling to commercial maturity; and 
the hardness, strength, texture, and 
grain of the These physical 
conditions and qualities, together with 
the varying local economic conditions 

agricultural development or decline, 
density or sparsity of local population, 


wood. 
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local government costs, prevailing wage 
rates, and the varying distances from 
mill to consuming markets—determine 
manufacturing and transportation costs 
of lumber, as well as its special uses 
and its competitive price. 

Sawlogs and pulpwood are the major 
forest products, and they are used in 
the manufacture of lumber, veneer, 
fiberboard, and paper. Softwood lum- 
ber is used in general construction and 
building. The use of the different 
species of softwood lumber is inter- 
changeable, and relative costs of trans- 
portation are an important factor in 
the distribution areas of the various 
species. ['ransportation costs vary from 
one-tenth of the delivered price for 
lumber, when the forest source is 
near the consumer, to about two- 
thirds of the delivered price in Chicago 

lumber produced on the Pacific 
Coast. In the overlapping of these 
various trade areas there is intense 


{> - 
1OT 


competition. 

Hardwood lumber and its remanu- 
factured products vary greatly in 
strength, hardness, and appearance, 
and they are adapted to more special- 
ized uses. The lower grades have only 
a regional distribution, while the higher 
grades have a nation-wide distribution. 
In both hardwood and softwood lumber 
products, and increasingly in paper 
products, there is intense interregional 
and also intense intraregional compe- 
tition; and these products themselves 
enter into competition with other 
commodities for consumers’ choice. 


Local Forest Exhaustion 

In each lumber region the sawmills 
consume only the more available tim- 
ber. When lumber prices increase, the 
operator can go further from his mill 
for his log supply, and can cut smaller 
and more defective trees, yielding 





lower grades of lumber and enta; 


higher manufacturing costs. The jpg. 
ch the logging 
transportat 


vidual 
manufacturing, 
costs, from stump to consuming sian 
ket, are less than the price realized 
its products, is submarginal to ¢ 
Such individy 


mercial 


trees are left in the forest when th 
merchantable timber is harvested 
When all the trees are submarginal. th, 
forest itself is commercially inaccessi- 


ee, 


on whi 


and 


utilization. 


ble. The long interim of exhaust 


that region is a local hardship. In so far 
as it tends to increase the producti 
of lumber in other competing fores 
regions, these regions are temporarily 
benefited, although the prospective 


rt 
f 


of their forest industries is sh 


Forest reserves are measured by t 
ratio of current annual drain to 
volume of commercially available ti 
ber in any producing region. This 
the number of years that the standi 
timber will supply its forest indust 


at their present rate of timber « 
This prospective life takes no ; 


of the decreased cutting as indi 
operations exhaust their available tin 
ber supply, or of the increasing g! 


of young timber. 
Up to the beginning of the 


century, agricultural use absorb: 
forest lands after the removal 


timber, continually reducing the | 
land area. During the past thirty 5 


Site 
the timber supply in any forest reg; 
before new forests become availa! 


Viu 


however, shifts in agricultural met 
exhaustion 


and 


large areas to forest use; natural repro 


soil 


have re 


duction and tree planting are 
new forests; second-growth tim! 
all the eastern forest regions is rea 
size; organized 


merchantable 


protection has reduced the annua 


from 


fire 


and 


insect 





damage 


- 


TY 


| 





Tr 


iken thirty 
bulletins were published 


treams 


the annual cut; forest 
also made possible the 
e young growing stock. 
ns the forest census of 
timber reserves 
oducing regions than 
ago, 


la rger 
years 


Seedstes 
. the commercial value 
im- 


icts, forests have 


values. By retarding 
rain and melting snow, 
tabilize streamflow and 
Forest lands are the 

f our wild life. Forests, 
natural 
esome outdoor recrea- 
people. These values 
local. There are 
areas and flood dangers 
hed. Adequate water 


provide 


rban centers require near- 


Te 


. Many forest communi- 
the 
us advertising 


trorest states 


t of 
cam- 
bc « yks to 


tribute lure 


recreational values of 


‘ams, and forests. These 


mic benefits are public 
ished from the values 


the owner of the forestasa 





intable forest products. 


muion acres, or one- 


ntinental area, is forest 
rinal to agricultural use, 
growing forest products. 
nds are in various stages 

restocking, cordwo rd, 

and old-growth saw- 
tection of forest cover 


| 


t, and disease attacks, 


ttle grazing, is called 
try. Its objective is to 
ubli 


public values. 





Forests and Forest Industry 
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The growing of commercial timber 
crops requires intensive forestry—leav- 
ing seed trees in some forests, planting 


in others, improvement cutting of 
dense timber stands, and the selective 
logging of mature trees. The objective 
is to bring about a balance between 
the net forest growth and the timber 
cut. This is called sustained-yield for- 
est management. This intensive man- 
agement on one-tenth of 
land could continuously supply one- 
third of the raw material required 
for our forest industries. Extensive 
forestry would supply the other two- 
thirds. Wherever trees become avail- 
able for cutting, there appear portable 
mills for manufacturing common lum- 
ber, and pulpwood is cut and trucked 


our torest 


to the nearest paper mill. 

Continued destructive cutting of the 
remaining mature forests in each region 
may not menace the the 
future supply of sawtimber, but it does 
seriously affect the quality. The valu- 
able hardwood species require more 
than a century to grow from seedling 


volume of 


to merchantable size. Only by selec- 
tively cutting the mature trees, leaving 
the young trees, and preserving the 
growing forest structure, can the hard- 
wood industry in any region be assured 
of a continuous life. A similar situation 
exists in some of the older softwood for- 
est regions, particularly in the South. 
Complete harvesting of stands of im- 
mature timber for pulpwood removes 
trees that should be left to grow to 


sawtimber size. 


Forest Ownership 

The manner in which a given forest 
is managed depends largely on who 
owns the forest. One farmer may use 
his farm woodland for pasture and for 
fuel supply, or he may protect it from 
cattle grazing and manage it for a com- 
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mercial timber crop. He may harvest county or the town instead of ; 

his timber on the sustained-yield the state. Municipalities in most of +, ea 
basis, but his son may be forced to its eastern states own valuable forest lands i 
immediate liquidation. In the older which are managed for the protectio, - 

forest regions of the eastern states, of the municipal water supply. Th My ;.| 
farm woodlots are coming more and trend is toward increasing public an, ge 
more into good forest management. declining private land ownership. The 

The farm woodlots and small forests land brought under public ownership ogi 
are now supplying one-third of our during the present period of rapid tia 
forest products, and one-third of our expansion is called the new public 

forest land is in farmer ownership. domain. 2 

Another third of our forest land is in = ; ane co 
large-forest industrial ownership, and The Use of Lumber and Wood Puls ae 
this land contains the best half of our ““Come and get it” was once the er. fi 
commercial sawtimber reserves. Com- tent of the lumbermen’s merchandising sr 
pared with the life span of the forest technique. From 1860 to 1909, the =. 
trees, industrial ownership is short- consumption of lumber increased at at | 
lived. An operator, owning but a few twice the rate that our population _ 
years’ supply of timber for his sawmill, | increased. Lumber was the basic build- za 
is unable to undertake any long-time ing material during the settlement 
forest management. Only a few of the of the West. Since 1909 our frontiers sar 
larger operators in any forest region have closed, agricultural expansion Pac 
own sufhcient forest reserves and sufh- has ceased, and the consumption of incr 
cient reproductive forest land to justify lumber has declined. Mechanization nos 
sustained-yield management; andeven of agriculture and the expansion 
when this policy is adopted, the next industry caused a pronounced shift 
generation of ownership may decide from rural to urban employment, and cont 
to cash in by changing to destructive a corresponding shift of population; ther 
cutting. and as the density of population in- 

The remaining third of our forest creases, the per capita consumption ing 
land is in public ownership, or in vari- of lumber decreases. Less lumber is the 
ous stages of public acquisition. In 1891 used because of increased substitution sae 
Congress authorized retention of public of other materials—cement sidewalks, port 
lands for national forests. In 1911 the wire fences, concrete and steel con- ne- 
Weeks Act authorized Federal acquisi- struction, paper and fiberboard « 
tion of forest lands in all the states for _tainers, and many others. ‘The use ol chez 
protection of navigable streams. There substitutes has been accelerated }j icts 
are now national forest units in nearly _ the increasing price of lumber, caused sum 
every forest state. The individual states by the gradual exhaustion of timber 
also own forest lands, through reten- reserves in the eastern producing Ie S 

| tion of original government title and — gions and the shift of production ' 

through reversion of title by tax-delin- newer regions more distant from th t 
quency, as well as by gift or purchase consumer. In the seventy years ! Oris 
from private owners. Many local gov- 1850 to 1920, the increase in the price HF pul, 
‘rnments are taking title to cut-over of lumber, compared with th but 
forest lands, through tax reversion, in of other building materials, aggrega' luc 


those states where title passes to the 49%. These shifts in population, t! d; 











stitutes, and higher costs 
ed the per capita consump- 
ber to decline to one-third 

t reached at the beginning 
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e now. however, indications 
al in this trend. There is 
entralization in manufac- 
ere is a shift of population 


to suburban domicile. New 









being found for wood, and 





e older uses are coming back; 
rtant still, lumber is getting 
In the ten-year period from 
1936, the price of lumber de- 
10% relative to the prices 
ment, and steel. Second- 








nber is reaching merchant- 





iny of the eastern forest 

ging the timber supply 

- eastern markets. On the 
Coast near-by population has 
ndously; water trans- 

he Panama Canal has 

st of transportation from 

Coast to the eastern and 

In the hardwood industry 


been a shift of remanufac- 













manufacture of floor- 





rdwood dimension) from 
centers to the sawmill 
has reduced the trans- 
to the consumer about 








here is growing confidence 





inence of an abundant, 





by supply of forest prod- 





tending to develop a con- 
le favorable to the use of 






Soo! ter the Civil War, a new 
appeared, the manu- 






paper from wood pulp. 





nly spruce was ground to 





manufacture of paper; 
processes have been intro- 






sulphite, sulphate, and 
tments—which utilize nearly 
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all species of softwood and many 
species of hardwood. This has per- 
mitted a wider distribution of the in- 
dustry, and it has spread from New 
England and the Lake States to the 
Pacific Coast, and more recently to 
the South. The extensive adaptability 
of paper products and their cheapness 
promise continuing expansion of the 
paper industry. 

Chemically, wood is composed of 
cellulose fiber and lignin binding. From 
the research laboratories in America 
and Europe there are emerging proc- 
esses in holocellulose saccharification 
and the segregation and chemical treat- 
ment of lignin. Industrial application 
closely follows laboratory research. 
Wood now enters into the production 
of a great variety of commonly used 
fabrics in clothing and household fur- 
nishings, and in substitutes for leather 
and rubber. The list of derivatives 
produced from cellulose includes alco- 
hol, sugar, and proteins from yeast 
formed during alcoholic fermentation. 
Progress is being made in the develop- 
ment of adhesives, lacquers, and syn- 
thetic resins derived from lignin and 
cellulose for many important industrial 
uses. Vanillin (vanilla) is also being 
successfully extracted from lignin; tan- 
ning agents, road and core binders are 
being made from the same material. 

While the use of forest products for 
lumber, pulp, and chemical distillation 
is increasing, this increase is partially 
offset by the declining use of wood for 
fuel, which was once its principal use 
and still is locally important. Forest 
economists are generally of the opinion 
that our future annual requirements for 
forest products will stabilize at near 
100 cubic feet per capita, just as it is 
predicted that we are tending toward a 
stabilized population of 150,000,000 
people. All this is debatable. 
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What is of more significance to our 
national economy is the greater num- 
ber of required for in- 
tensive forest management and the 
increasing refinements in the conversion 
of forest products, providing decentral- 
ized employment in forests and forest 
industry. 


man-hours 


Community Dependence 

Since the closing of our frontiers, 
there have been shifts in population 
from farm to city and from city to 
farm; shifts of industry from one sec- 
tion to another; agricultural expansion 
in new regions and abandoned farms 
in older regions. These shifts create 
local problems of readjustment. The 
exploitation of organic resources, with 
resulting destruction of soil fertility, 
plays a leading part in these migrations, 
just as it has throughout the course of 
recorded history. The decline of agri- 
culture and forest industry in regions 
once prosperous leaves stranded the 
less enterprising and less venture- 
some inhabitants, resulting in aban- 
doned farms, pauper communities, 
ghost towns, and bankrupt local gov- 
ernments. The support of these ex- 
hausted areas creates a heavy burden 
on the self-sustaining and more pros- 
perous regions. 

Many studies have been made of the 
character and extent of community de- 
industry in all 
forest regions. The Forest Service has 
inventoried the forest-farm community 


pendence on forest 


dependence on the operation of a lum- 


ber plant in one of the Lake States. 
This operation manages its forests on 
the sustained-yield basis and is cut- 
15,000,000 board feet of 
survey finds 
that 3,500 people are directly or in- 


directly dependent on the continuance 


ting about 
lumber annually. This 


of this operation. Similar situations 
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exist in every forest region. Projecting 
the results of these surveys to national 
totals for the lumber industry, and 
adding the employment dependent 
on the pulpwood-paper industry, the 
Forest Service has found a total of 
6,000,000 people in local farm-fores: 
dependence on forest industry. Forest 
industry in every region is, in turn, 
dependent on a_ near-by, adequate 
supply of forest products as its ray 
material. The community and the ip- 
dustry are mutually dependent upon 
the assurance of the continuance of 
this supply. 


Forest Industry Administration 


The sawmill accompanied America: 
colonization and followed the frontiers 
wherever there were forests to clear 
and homes to be built. From this ear/ 
beginning, the lumber industry has ever 
been individualistic and slow to « 
form to new standards. The enterpriser 
acquired a block of timber, built 3 
sawmill, converted the timber int 
lumber, and when this was done, the 
profit or loss from the undertaking was 
determined. The bookkeeping did 1 
attempt to reflect physical values. N 
until the enactment of the first Fede: 
income tax law, and the setting uy 
the Timber Section in the Bureau 
Internal Revenue in 1917, was ther 
any uniformity of annual income ac- 
counting, or more than fragmentar 
cost determination and statistical 
porting. The growth of government 
supervision, the intensity of competi- 
tion, and the capital t 
for large mill operations have intro- 


requireme! 


duced modern accounting and statis- 
tical reporting. 

In the eastern regions, there has bee! 
progress from river logging to railr 
and trucking. On the Pacific C 
physical difficulties in handling 


1 














nd regional 


e 


untainous country have de- 
rest engineering to an impos- 
[In all regions there is growing 
yn; to the sawmill has been 
he dry kiln, the planing mill, 
mill, and many remanufac- 
ities; and in some instances, 


Lib t 


ration includes chemical wood 


n. and the manufacture of 


ird and wood pulp paper. The 


has also made progress in 
ervation and in treatments 


proofing lumber. 


It is in 


r, that the industry shows pro- 


the merchandising of lumber, 
improvement. It is no longer 
and get it.” Individual oper- 
associations 

ing on market research and 
of trade extension for adapt- 
roducts to consumers’ needs, 
ertising the merits of their par- 
‘inds of wood. The regional as- 
have established grading 
inspection services; the Na- 


trade 


lardwood Lumber Association 
nded inspection certificates. 
en, by direct contribution and 


nal affiliation with the National 


T 


1 
ted hy 
A UY 


A 


Vianufacturers Association, 
tively promoting the use of 
respective of species. The pres- 
ign for small home building, 
this association, has re- 
idespread recognition. 
iper industry is composed of 
larger operating units than 


mber industry, and these units 


f va | : 
indardas ot 


greater capital investments. 


business adminis- 
revail, and the industry has 
technical training in paper 
ipply its need for trained 
neet its exacting chemical and 
| requirements. It has several 
ociations, and the Ameri- 
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can Pulp and Paper Association repre- 
sents its national interests. 


Cooperative Measures 


In the commercial forest regions, 
where the remaining mature forests are 
most completely in private ownership, 
there are forestry aids devised to induce 
private timber owners to change from 
destructive cutting to woods practices 
that will encourage reforestation. The 
risks in forest management are fire and 
insect damage to the growing crop. 
Organized public forest protection in 
41 states, in cooperation with private 
owners, has materially reduced these 
hazards. ‘The increasing property tax 
on the growing timber is an obstacle to 
private forestry. Many states have de- 
ferred this annual tax to a severance 
tax levied when the forest crop is har- 
vested. In some states the property tax 
burden itself has been lightened by local 
government reorganization and efforts 
to relocate scattered settlers, with re- 
sultant saving in costs of schools and 
roads. In farm woodland management 
these cooperative measures are fre- 
quently extended to complete tax ex- 
emption, and through Federal aids to 
the distribution of tree seedlings, for- 
estry guidance, and assistance in mar- 
keting forest products. 

These inducement 
dustrial and farm forestry are recent. 
Their success has been slow, but it has 
been widespread and results are cumu- 
lative. In the Lake States of Minnesota, 
Wisconsin, and Michigan, there is a 
potential forest-land area of 50,000,000 
acres. ‘Through many decades it has 
been subject to fire loss and to destruc- 
tive logging. Ninety per cent of the 
old-growth forest has been removed. 
Largely through natural reproduction, 
tree planting, and better fire protec- 
areas are now in 


measures 1n in- 


cut-over 


tion, the 
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varying degrees of reproduction, from _ areas of erosion in its administratiop 
restocking to second-growth sawtim- of navigable streams and flood contro} 


f the area remains The close relation between con. 


mercial forestry and agriculture ha 

th industrial and placed the United States Forest Sery. 

all forest regions, ice within the Department of Aor. 

practices are still culture; and both in the department 
nducted by the sawmills that have and in this special service, there js , 
it a few years’ future timber supply well coordinated organization of pro- 


1 by the farmers who need pasturage. fessionally trained technicians. Thy 
the larger holdings, operators are Forest Service is an outstanding adn 
cing to extend their industrial life istrative agency conducted by trained 
by varying degrees of commercial forest foresters and free from political influ- 
nanagement. ence. This leadership, re-enforced by our 
— 8 growing national-mindedness, | 
Gov rumen Relations and Government the Federal government in a p 
Regulation of ascendancy in governmental rela 
The rapid expansion of public ad- tions with commercial forestry. Never 
ministration in aid and restriction of _ theless, the public interest in for 
private initiative affects the forest in- | management is local and not nationa 
dustry in common with all industry. and because of this local interest 
Natural resource industries are in the’ in regional groups of states and 
orefront of this expanding administra- _ individual states and their local govern- 
Forest land is, in effect, classi- ments that we find the expansion 
as a public utility in land-use public cooperation and regulation. 
State regulation of timber cutting 
creasingly broad interpretation of based on police powers, relates to tim- 
Federal Constitution leaves little ber trespass and the disposal of deb: 
lusive sovereignty to the states, and or slash along ownership boundari 
of what remains must be sub- ‘There have been many proposals 
to Federal supervision to the controlling the cutting of timber bj 
extent that each state desires to qualify Federal regulation. No forester is n 
‘ral grants-in-aid. Within the competent to pass judgment on 
ocal governments and munici- _ proposals than Professor H. H. ¢ 


have only such jurisdiction as man, former President of the S 


u ociet 


vereign state may delegate to American Foresters. He recentl) 
Che state and local governments Wi oe shall he done to check feces! 
rcise broad police powers and have tation? .. . After twenty years of ag 
lusive jurisdiction in property taxa- tion, the result so far has been to rej 
and in the ownership and manage- the plan of direct federal regulation. | 
of wild life, excepting migratory nearest approach to this was throug 
NRA, under which law private 


waterfowl. Under these conditions local 
were required under their codes 


sentiment exercises a direct influence 
minimum practices tending to le 


on administrative cooperation and ; ng 
land in a productive condition. 


management of forest land. The Fed- 
eral government has specific powers of The combined efforts of private 
jurisdiction in land use affecting critical dustry and the Federal and 

















































































lepartments failed. They were 
formulate even those elemen- 
applicable to the 
restry conditions that were 
enforcement. The problem 


rulations 


omplex and too locally con- 
ind it broke down of its own 
re the NRA was declared 
tutional. 
cratic approach to forest 
rulation is through the local 
nt within whose boundaries 
are situated. This means 
n by consent of the owners. 
ple of such regulation is the 
iral zoning law. The en- 
lation was passed in 1929, 
t county ordinances were 
1932. ‘These ordinances 
use of forest lands in each 
(hey are zoned for forest or 
nal use, and their use for farm 
is prohibited. The electors 
and the nonresident 
eet and reach an agreement 
boundaries of the zoned areas. 
more than 5,000,000 
rest land in Wisconsin zoned 
settlement. ‘This 
ment in democratic control of 


+ 
town 


now 
iwricultural 


points the way to further steps 


loption of minimum woods 
regulations based on the find- 


vicultural research. 


ment Ownership and Management 
los ment 


Service and many for- 
vocate public acquisition of 
‘‘residual”’ timber left 
st partial cutting by the in- 
owner. The administration of 
rer lands of the new public 
has been successful. These 

a source of loss or a liability 
vate ownership. They are the 


least productive, and most 


Forests and Forest Industry 


197 


remote areas; yet under public owner- 
ship and management, they are becom- 
ing a valuable asset. The relocation of 
scattered, submarginal settlement, for- 
est protection, planting and natural 
reproduction, fish and game manage- 
ment, and recreational use have made 
these areas locally more valuable than 
much poor land still in hopeless farm 
occupancy. It is therefore contended 
that the extension of public ownership 
to merchantable timber offers a self- 
liquidating public investment in a 
field that is unattractive to private 
capital. 

Middle-way forest economists advo- 
cate the determination of relative tim- 
ber owner and public benefits as the 
basis of forest management agreements 
between private owners and state and 
local governments. The purpose of such 
agreements is to develop farm-forestry 
working circles (cooperatives) to pro- 
vide a continued supply of forest prod- 
ucts to support local forest industries. 
Such management agreements are pro- 
posed by the Forest Service in working 
circles in which Federal ownership is 
intermingled with farm and industrial 
ownership. The participation of state 
and local governments in many regions 
is hampered by the costs involved. 
Progress is therefore largely dependent 
on Federal grants-in-aid, conditioned 
on definite standards of management. 
Federal measures have been enacted 
and more are contemplated with this 
objective in view. Larger Federal ap- 
propriations are necessary to make 
these measures effective. 


The objective of providing for an 
abundant future supply of forest prod- 
ucts for forest industries in every 
region is valid because forest 


forest 
industries supply commodities of in- 


creasing usefulness, and because forest 
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industries afford decentralized employ- 
ment to a desirable, regenerative ele- 
ment of our population. This objective 
is nearing accomplishment in all the 
forest production regions; but within 
these general regions are areas of forest 
exhaustion in which rural communities 
are facing a long inactive period before 
a second commercial forest crop ma- 
tures. Measures that will save these 
critical forest areas from forest devas- 
tation, and their dependent population 
from insolvency, are the concern of the 
states where these areas exist and of 
the nation as a whole. 

There has been much controversy as 
to relative public and private responsi- 
bility in the management of privately 
owned commercial forests. If rightly 
understood, this is not a matter of con- 
troversy, but of impartial economic 
analysis. It is logical that the responsi- 
bility for proper management should be 
measured by the general benefits that 
accrue to the public and the commer- 
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cial benefits that accrue to the private 
owner. 

Erroneous as the old predictions of 
approaching timber famine now appear, 
these predictions would have bee; 
realized were it not for the public and 
private cooperation in using and cop- 
serving forest resources. This is the 
outstanding accomplishment of the 
American forestry profession, in edv- 
cation, in research, and in the practice 
of forestry, as well as the outstanding 
accomplishment of public adminis. 
tration by the Forest Service and the 
state forestry departments, and of the 
newer forest industry management 
Through this cooperation, forests and 
forest industry have become less inim- 
ical and more mutually dependent. 

As our fears of forest exhaustion fade, 
a new concern arises: Can future con 
sumption of forest products be in- 
creased sufficiently to enable fores 
industry to utilize the prospective 
forest productivity in all our forest 
regions? 
















THE CONSTRUCTION INDUSTRY IN CEDAR 
RAPIDS, IOWA 


BY LAWRENCE C. LOCKLEY 





Ns 
pea 
bee 
— HE fact that the construction 
= industry—in times of building 
: activity—employs directly or 
a tly about six and one-half mil- 
ri n orkers, and is the third largest 
es rce of employment in the United 
h States, indicates the importance of the 
+ try in maintaining purchasing 
hk er and in stabilizing the basis of 
~ riod of prosperity. Yet building 
os y has, from the onset of the de- 
a in, been at a low ebb. The gradual 
ence of existent residences, the 
- cradual growth of the population, and 
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ppreciable decrease in the supply 


llings through demolition and 
suggest that there should be 


appreciable demand for new con- 
tion. Moreover, the development 


vy methods of financing construc- 
particularly the various Federal 


cies of construction credit—sug- 


hat potential demand could be 


nslated into effective demand. 


ical city to see if any light could be cast 
on the subject. Cedar Rapids, Iowa, 
was selected as a good cross-section 
town: it contains something in excess 
of 56,000 people, and—because of an 
even balance among agricultural busi- 
ness, food manufacture, and machinery 
manufacture—escaped the worst of the 
depression. The forces that motivate 
construction activity have had, pre- 
sumably, a more normal opportunity 
to work themselves out. It would be 
risky to say that Cedar Rapids is 
typical of the United States; but the 
probability is that the conclusions to 
be drawn relating to the construction 
industry in Cedar Rapids may have a 
wide application. 

The tabulations in Exhibit I show 
the picture of the building industry in 


EXHIBIT I 


AverRAGE VoLuME oF BuiLpiInGc 1n CEDAR Rapips, 


AND IN THE UNITED STATES, 1929-1937 





Yet gains in construction activity 










Divi 










been small, and building has not 


ached the rate of the 1920’s. 


tie 
has building activity been so low? 


methods of stimulation might, 
present conditions in the con- 


tion industry, be effective? 


Ra bids Used as a Cross-Section 


use of the absence of reliable 
ical series bearing on many 
f the building industry, the 
of Commercial Research of 
rty > sehe % - 

tis Publishing Company under- 
through a detailed analysis of 
factors in one reasonably typ- 





Resi- 
dences Resi- 
Volume in Built in dences 
Cedar % for Cedar Built in 
Year Rapids q U.S. Rapids U.S. 
1929 $2,905,969 100.0 100.0 100.0 100.0 
193 2,032,388 69.0 78.6 74.8 oo. 
1931 1,610,691 55.4 53-8 77.8 42.5 
1932 436,366 5.0 23.9 36:6 15.0 
1933 416,047 14.3 21.4 28.0 12.7 
1934 1,512,986 52.1 27.3 40.6 13.8 
1935 956,135 33.9 31.6 71.7 24.2 
1936 1,089,822 37.5 47.0 71.9 42.5 
1937 1,286,493 44.3 50-4 74.3 47-2 


Sources: Figures for Cedar Rapids taken from building 
permits; figures for United States totals based on 
Federal Reserve Index of construction activity. 


Cedar Rapids. Over the nine-year 
period covered by these figures, the 
aggregate volume of construction ac- 
tivity for Cedar Rapids—though it 
showed more violent swings than the 
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total figure for the United States 
compares closely with the national 
average, whereas the construction work 
on new dwellings ran somewhat higher 
than the national average. This rela- 
tive greater importance of residential 
construction should contribute to a 
somewhat more stable market for 
construction and for building materials. 
It is interesting to notice the break- 
down of the total volume of building 


a 


market, 64.1% was, therefore, in ney 
construction; and of this, $376,160 wa; 
spent for the erection of dwellings, 


Repairing and remodeling of dwell] 


ings bears approximately the same 
relationship to the total in this clasy- 
fication as construction of new dwellings 
bore to the total of new constructio; 
Of the $460,284 listed as spent 
repairing and remodeling, $210,578 
or 46.7%—was spent for repairing 


EXHIBIT II 


INSTRUCT 


7 1,286,493 


2? ] Pry 
Source: Building permit 


(as indicated by building permits) as 
among commercial, public, and resi- 
dential construction. The classification 
of ‘‘miscellaneous”’ includes a small 
variety of types of construction—such 
as club houses, church construction, 
etc.—which seem to fall in none of the 
other classes. Exhibit II and succeed- 
ing tabulations emphasize the point 
that building activity is not carried 
on in any planned fashion. Here it is 
particularly evident that funds for 
public construction have been—with 
the exception of 1934, when additions 
were built on four school buildings 
spent when there was least need of 
spending to maintain an even flow of 
building activity, and withheld when 
building activity was at low ebb. 

Of the total values listed for building 
permits in 1937 ($1,286,493), $826,209 
was devoted to new _ construction, 
whereas repairing and remodeling took 
$460,284. Of the total building material 


ION 
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iN CEDAR Rapips, 1929-1937 
Rest 
dential 

$766, 82 


— ay 


3 
95,9 


28 


280, 5 
214,473 
311,437 
549,041 
ssi, 


569,773 


4/3 


remodeling dwellings. According 


permit valuations, the average 
of construction for residences 
$3,690, and the average value of repair- 
ing and remodeling jobs was $207. 


The Place of the Contractor in the Build- 


ing Industry 


That the building activity 

on in Cedar Rapids during 1937 wa 
of a type difficult to control or to plan 
is evidenced by the small share 
carried on by any one person, firm, 
contractor, as shown by the data 
Exhibit III. For the 540 construct 
jobs let to contractors during 1937 


there were 131 contractors listed 


Average figures here would be mislead 


ing, because 9 of these 131 contract 


did an even 50% of the business, anc 
most of the work of these 9 wa 
heavy construction or major comme 


cial or public building and repair; an 


only 16 of them had a total 


including 








resent conditions 


‘latter points, housing tradition 


onstruction and repair and 
of $10,000 or more of 
9 during the 
the larger firms, of course, 


work year. 
lerable of their work outside 
f Cedar Rapids, so that these 

may not be regarded as an 


ty the 


volume of any con- 
but rather a comment on this 

f jobs in Cedar Rapids.) 
with individuals listed 
building permit 
licate that a majority of con- 


t ' 


rs on 


in the city and economic needs and re- 
sources of builders must limit the influ- 
ence of local legislation. Exhibit IV, 
showing the distribution of values (as 
indicated on building permits) of all 
new building during the year 1937, 
indicates the small scale of much of the 
building. The median value for all new 
construction was $222; that for new | 
commercial building was $1,071, and 
that for consumer building was $193. 
Of course, this total tabulation includes 
small garages, sheds, and even a few 


outhouses, 


EXHIBIT III 


DISTRIBUTION OF 


Total Value 
$1, 286, 493 
3,185 
139,658 


244,470 
899,15 


it look to contracting per 
yurce of income, but are 
enters or foremen; occa- 
hey take a contracting job 
long, and at other times 
ler other contractors. Eighty- 
131 listed contractors had 
$1,000 of contracting during 
ind 48 of them had less than 
mtracting work. Typically, 
vith work totaling less than 
| little or no contracting work 
the city. 
ie general run of building 


Cedar Rapids is diverse in 


+ 
\ 


ind appears to be susceptible 


to no super- 
to timing. The city building 
1 zoning ordinances can, of 
ntrol the nature of building 
its geographical placement, 


ertain broad limits. But even 


BuILpING BY SUPE 





RVISION IN CEDAR 


barns, 


New Bualdin: 


No. Value 


$82 


6,209 


I 1S! 
167 106, 346 
105 100,764 
12 618,949 






typical 


RAPIDS, 
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and 


one 


2°77 


93/ 


3 3,035 
293 33,312 
688 143,706 
42 250, 231 


job 


EXHIBIT IV 


P) 
IN AI 


DisTRIBUTION OF VALU! 
CEDAR 

Amou 

Total 

Less than DS 

$5 $99 

$100-$199 

$2 $499 

$5 $999 

$1, $1,999 

$2, YO $4,999 

$5 ,000-$9,999 

$10, ind over 

* Thre s totaling $8 

( ercial.”’ 


Any diagnosis of this condition look- 
ing for a remedy requires consideration 
of the type of neighborhoods that have 
developed in Cedar Rapids as the city 
has grown to maturity. It does, for 
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silo. 


Value 
$460, 284 


even so, it must be admitted that the 
construction 
Rapids (even for new construction) is a 
small-scale operation. 
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example, little good to point to a need 
for new residential building or for re- 
pair and remodeling work in neighbor- 
hoods composed of typically obsolescent 
houses. On the other hand, presence 
of obsolescent residences in the better 
neighborhoods should be indicative of 
coming construction activity. 


1omic Classification for Residential 

In order to afford a realistic basis for 
appraising the need for the replace- 
ment of residences, and for repair and 
remodeling work, the city of Cedar 
Rapids was divided into five types of 
neighborhood in accordance with eco- 
nomic level. Naturally, the correlation 
between economic level and intelli- 
gence and cultural background will be 


found 


I. The Best Districts: Residents of 
these neighborhoods are typically in pro- 
fessional and executive occupations, and 
will probably have a median income of 
from $3,250 to $3,750. Median assessed 
value of property $2,000-$2,249. 

II. Good Districts: These are yester- 
day’s best districts, and comprise execu- 
tives, professional workers, white collar 
workers, and skilled tradesmen; 
families living here will have a median 
f from $2,000 to $2,500. Median 
assessed value of property $1,250-$1,499. 

III. Median Districts: These are dis- 
tricts which have deteriorated, but which 
still have a substantial middle class living 
in them—skilled tradesmen, well estab- 
lished factory workers, and small mer- 


» be close. 


some 


income 


chants; their median income would range 
from $1,500 to $1,750. Median assessed 
value of property $1,250-$1,499. 
IV. Poor Districts: These are for the 
most part “across the river” neighbor- 
hoods. Foreign groups, factory workers, 
and unskilled laborers live here, and attain 
a median income of from $1,150 to $1,300 
year. Median assessed value of property 


i 
oT , 
P750 DOV. 
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V. The Poorest Districts: These are the 
city’s nearest approach to slums. Manyof 
the residents are colored, and workers are 
more or less itinerant. Median income 
would possibly range from $775 to $780 
Median assessed value of property $<oo- 


$749. 


Notwithstanding occasional excep. 
tions, the five groups of districts repre- 
sent a valid classification of economic 
and social development in Cedar 
Rapids. A realistic facing of facts wil! 

EXHIBIT V 
Aces or Dwe.uincs 1n CEDAR Rapips By Types oF 
Districts 
(Percentage figures) 
Districts Districts 
Total I, 11,111 IV,¥ 
Under 10 years 5.1 6.3 
10-24 years 46.9 
25-39 years 3 33-7 
40 years and over 13.1 


suggest that most new residential con- 
struction will take place in the first 
group of areas, and that the se 
may have some—but cheaper—new 
building activity, whereas typically the 
construction activity in the third and 
fourth will be repair and remodeling 
work. Probably little or no activity 
under present and uncontrolled 
ditions—can be expected in the poorest 
Another factor which must be taker 
into consideration is the age of dwell- 
ings now standing. It is, of course, 
difficult to set any age limit for the serv- 
ice of a residence. Abandonment of 
houses is likely to take place only w! 
there has been a period of resident 
building activity which increases 
supply of residences to the point whe 
rents fall. But age in conjunction wit! 
environment is more important. 4 
dwelling that has been standing f 
or fifty years would be appropriat: 
District V, whereas one of the same age 
in District I would probably be 
garded as obsolete. Exhibit V, w! 









ages of houses in Cedar 
becomes significant, therefore, 
n it is analyzed by types of 
Obviously, the age of dwellings 
he newest and best neighbor- 
ates a coming need for new 

11 construction. 


Viarket for Maintenance and Re- 


” , no 


lust as important, however, is the 
tate of repair of existing houses. In 
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can be applied as a percentage to each 
of the districts previously described. 
The investigator who made the 
survey or census indicated the condi- 
tion of the following items: roof, siding, 
chimney, porches, windows, walks, 
masonry, and paint. For each item, he 
made a classification of condition. 
When the condition of paint work, for 
example, was satisfactory, he marked 
it on the blank for the particular 
residence as “good.’’ When the paint 


EXHIBIT VI 
Census oF NeEep For Exterior Reparr tn Cepar Rapips, Fesruary, 1938 
(Classification of items in need of repair) 


Total Areal 
Ni % No. & No 
ed 1,195 142 
166 13.9 Ss §.6 
SI 4.3 e Ras 
94 7-9 I 7 
m6 1.3 
¢ 295 24.9 i ti. 
34 2.8 I 7 
413 34.6 20 14.I 
109 >. 5 
\ ¢ 54. 4-5 
r 6 5 
¢ i 382 32.0 16 11.3 
75 9.3 I 7 
2 14.9 s i 
17 1.4 
543 45-4 79 55.60 I 
468 39.2 II 7.7 


) determine the visible need for 
r repairs and renovation, a 
census of dwellings in Cedar 
was made. An _ experienced 
tate appraiser, familiar with 
nditions, was employed to drive 
every street in the city, and 
make a report on every tenth house. 
Be e some of the streets were short, 
id less than 20 
sample constitutes a little 
10% of the houses in Cedar 
Kaj Che fact, that a 
lom basis of selection was 


houses, the 


however, 


that every street in the city 


red, is an adequate basis for 
that the results of the survey 


é 





Area ll 


Arealll Area lV Area V Business 
% No. & No. %G% No. &% No. % 
253 330 145 55 
7.8 44 17.4 38 11.5 44 30.3 «II 20.0 
1.9 12 4.7 aa «(6.7 6 4.8 ae 
a8 i 2s 2% 7:9 43 23.1 5 9.0 
7 q 1.3 7 4.3 28 1 1.8 
24.4 88 34.8 58 17.6 60 41.4 10 18.2 
1.5 2 4:7 i“ 4.2 I 7 2 3.6 
28.1 104 41.1 124 37.6 80 55.2 9 16.4 
ey a £4 40 12.1 36 24.8 9 16.4 
4 9 3.6 16 4.8 25 17.2 3 5-5 
7 2 6 I 7 t 3.8 
1.5 96 37.9 QI 27.6 76 52.4 18 32.7 
5.9 i 4.3 28 8.5 16 I1.0 : ¢3 
8.5 4417.4 37 11.2 40 27.6 6 10.9 
7 . £3 8 2.4 » 3.1 : ta 
48.1 127 50.2 141 42.7 49 33.8 17 30.9 
30.4 90 35.6 163 49.4 go 62.1 32 58.2 


was weathered, and no longer affording 
woodwork adequate protection, he 
marked it “medium.” And when it 
was alligatored, blistered, peeling, or 
eroded, leaving the wood unsurfaced, 
he marked it “poor.” All items, there- 
fore, marked “medium” 
need attention; and those items marked 
“poor”? require immediate attention 
if the individual house is to be properly 
preserved. Exhibit VI presents the 
results of this census. 

The briefest examination of this 
table shows that even in the best 
neighborhoods there is extensive need 
for one kind or another of repair or 
District I, for 


“ee 9 
or poor 


renovating work. In 
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| 
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example, 63.3% of the houses need 
repainting; in District II, 78.5% of the 
houses should be painted; and 85.6% 
in District III need paint. It is to be 
expected that the houses in Districts 


4 i 


[V and V ar 


ne 
1 
{ 
: 


those few remaining 
houses in the business district should 
be more dilapidated, and the likelihood 
that they will receive adequate atten- 
ion is remote. But it is reasonable to 
expect that the dwellings in the best 
three districts should be kept up 
reasonably well, and that residents of 
these districts should respond to any 
campaign for civic improvement that 
succeeds in arousing them to the 
condition of the houses in which they 
a 

Interviews with householders who 
had actually taken out building per- 
mits for repair and remodeling jobs 
during 1937 in Cedar Rapids indicated 
that approximately two-thirds of such 
work was either interior work (paint- 
ing and redecorating, refinishing floors, 
moving partitions, installing new 
plumbing facilities, and rearranging 
kitchens, attics, or basements) or 
actual additions to houses to make 
more room for families. The need for 
such work, of course, is not apparent 
from the outside of a house. Any 
aggregate figures that may be derived 
from these tabulations, therefore, may 
be multiplied by three to give an ade- 
quate figure of repair, remodeling, 


and renovating work that is wanted. 


Need for New Buildings in Cedar Rapids 


Does the city now need more build- 
ing? Judging from the analysis of 
residence by age of house, a substantial 
number of houses are obsolete; cer- 
tainly in the two poorer districts, 
houses long past residential desirability 
are being used as dwellings. Without 


a more accurate knowledge of popula- 


tion growth since the 1930 population 
census, it is difficult to estimate th 
actual housing shortage, if any. By 
the Cedar Rapids Real Estate Boar 
report on vacancies for April, 192 
showed a vacancy ratio (of desirab! 
vacancies) of 1.51%. No accurat 
data are available as to the amount o 
doubling up that families have do; 
to reduce expenses during the depr 
sion. Such doubling up has bee; 
generally extensive, and there igs 
reason to suppose that it has 
occurred in Cedar Rapids as it 
occurred elsewhere. And the resident 
building which has taken place during 
the last few years appears to have ha 
little effect on the supply of availabk 
properties for rent. Real estate broke: 
complained of an inactive rental ma 
ket, yet few who were interviewed we: 
able to show a very large list of rent 
properties. Moreover, a_ substant 
proportion of dwellings speculatiy 
built during the fall of 1937 and t 
following months seemed to find 
ready sale. 

The age analysis, the low rati 
desirable vacancies, and the 
market for newly built residences 
suggest that Cedar Rapids could 
sorb without glutting the market 
siderably more residential buildi 
Can the city and the residents 
city afford to build more dwellings 

What evidence there is avai 
points to the conclusion that C 
Rapids is in a better position to sup} 
building activity than many othe! 
calities of about the same populat 
Bankers and building and loan as 
tion officers report that mortgage ! 
closures have not been excessive, 
that local funds for building have | 
readily available, and on sufficient 
favorable terms, to obviate the ne 
sity of extensive use of the vari 














sencies organized to support 
n ac tivity. 
parison of per capita retail 
Cedar Rapids with those in 
zed mid-western cities would 
ate that Cedar Rapids is 
ge (see Exhibit VII). These 
le in the 1929 Census of Dis- 
the 1933 Census of American 
ind the 1935 Census of 
issued by the U.S. Bureau 












EXHIBIT VII 









ALES IN ( 1R Rap AND IN 
( ( OMBI I _ 
1936 
10 Other Mid-lh rr 
Cittes* ) 
} Potdu , 
¢ $<78.97 
6 205.19 
420.45 382.81 








vantage in per capita sales en- 
Cedar Rapids is due in part 

nce of industries in the city, 
irt to the fact that the city 1s 








r center for a prosperous agri- 
ion. All cities that serve as 
enters for such agricultural 






how an economic stability 
than that the manufactur- 






ries alone can develop. 
irchases of various of the 
priced specialties by consumers 
Cedar Rapids bears out the belief 






re is an ample market for any 
mmodity if it only be culti- 
During 1937, the national con- 






of new cars was one car for 
8.6 families. For Linn County as 
the consumption during the 

d was one car to every 8.0 
and for Cedar Rapids itself, 
Ire was one car to every 7.2 
. Certainly, these figures indi- 
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cate a freely developing market for one 
of the highest priced products bought 
widely by the general public. 
Electrical appliances likewise have 
been widely purchased. Thirty per cent 
of all metered homes in the city have 
electric refrigerators, which indicates 
about 50% saturation in Districts I, II, 
and III where most of the purchases 
would be concentrated. Few cities 
would be able to better this showing. 
Equally impressive are the sales of elec- 
tric ranges and of electric water heat- 
ters—two items of merchandise that 
are not only high in unit price, but 
still in the introductory stage, where 
sales are yet low in relation to popula- 
tion. But in Cedar Rapids, at the first 
of the year 1938, there had been in- 
stalled 829 electric ranges and 594 elec- 
tric water heaters. 





Why Building Activity Is Not Greater 
Residents of Cedar Rapids have evi- 
dently had money to spend, and have 
been spending it freely. They have been 
receptive to the merchandising appeals 
of manufacturers who have merchan- 
dise that contributes toward raising the 
American standard of living; indeed, 
they appear to have been more respon- 
sive than residents of many other cities. 
3ut they have not been particularly 
interested in building new homes, or in 
maintaining those now standing. 

The question that inevitably sug- 
gests itself at this point is: Why is the 
construction industry not more active 
in a city where economic conditions are 
favorable, and where the need for new 
residences and for more repair and 
renovation of existing dwellings is 
amply evident? There are several pos- 
sible answers to this question. In the 
first place, while magazines and news- 
papers constantly present appeals to 
buy automobiles, electrical merchan- 






















































dise, and other items of high price and 
of easily demonstrable utility to the 
consumer, little advertising has been 
devoted to the building industry. Most 
of the advertising space used by build- 
ing material manufacturers has been 
devoted to the presentation of the 
merits of particular forms of building 
material; this kind of advertising has 
done little to stimulate primary de- 
mand for building, and has been of 
little interest to those consumers who 
were not already interested in building 
or remodeling. It seems most likely that 
a strong and continuous advertising 
effort by manufacturers of building 
materials, stressing not only their par- 
ticular products, but also devoting 
attention to the stimulation of pri- 
mary demand—that is, to arousing the 
interest of the public in better housing 

would afford an effective background 
for any local publicity and merchan- 
dising campaign. 

In the second place, the architec- 
tural tradition of Cedar Rapids does 
not encourage the development of a 
style element in residences. In general, 
the city is regarded as “‘a wood town.” 
Many medium- and low-priced resi- 
dences currently erected—particularly 
those not built under the supervision 
of architects—are often not materially 
dif ; 
built a decade or more ago. Little pres- 
to be gained by moving from an 


erent in appearance from _ those 


ouse to a newer one much like it. 

In the third place, the merchandising 
of new residences in Cedar Rapids is 
inadequate. Most of the contracting 
firms of consequential size and financial 
backing are primarily interested in 
heavy construction work, and a num- 
ber of them refuse to undertake resi- 
dence construction. Obviously, the 
smaller contractors—that large group 
of men who may have one, two, or 
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three contracting jobs during the yea, 
and work as carpenters or ‘Gn. 
men when they have no contracts of 
their own to execute—are in no posi. 
tion to assume leadership in merchan. 
dising the idea of home-building. Wha; 
promotion there is in the city has be en 
left largely in the hands of those few 
firms or men who build houses specy. 
latively. They must build houses 

relatively low selling price and of a 
sufficient degree of conformity with 
Cedar Rapids architecture to assure 
buyers of a reasonably ready resale 
Stimulation and Control of Building 

Are there any specific courses 
action that could be followed to stimu- 
late and to regulate the flow of 
struction activity ? For the general 
of commercial construction—both new 
building and repair and remodeling 
work—the chances are that littl 
be done. Business concerns are 
able to plan plant expansion ove: 
period of years. For the most part 
they must build and repair as the need 
arises, and the need is most likel) 
arise as business improves. Public « 
struction can, theoretically, be plann 
to coincide with periods of building in- 
activity. The desirability of such 
timing of public construction needs : 
argument, but its adoption is a matter 
of legislative program. 

In Cedar Rapids it is residential « 
struction that has long been a backlog 
of construction activity. It is here that 
control is most needed, and here that 
several specific suggestions can be mad 
In the first place, a campaign of ge! 
eral publicity that tries to focus 
attention of residents of the city 
modernization and that publicizes | 
forms of residential construction 
building materials would unquest 
ably have an influence. Obviously, 











ible, but it is hardly a basic 
because the enthusiasm with 
-acommunity promotion program 

ed soon decreases. But it might 
ast increase building activity at a 
when such an increase would be 
than ordinarily beneficial. 


In the second place, a considerable 


‘nce might be exerted by zoning 
nces. Those residential areas in 
h new building is being done might 
tricted to dwellings of some mini- 
cost, and architectural require- 
might be used to maximize the 
trend in residences and thus 
n the recognition of obsolescence 
ler neighborhoods. And in older 
borhoods, paving of streets might 
de contingent on the attainment 


f reasonable standards of upkeep and 


for those houses contiguous. 


Such plans offer a basis for some 


rovement in the flow of 
g jobs. Yet they do not strike 
basic difficulty of the industry: 
that it is typically an unplanned 
activity in the hands of a 
imber of individuals who make 
decisions to build or to repair or 
lel independently of each other. 
y becomes hectic under 

nsion, or languishes under in- 
Whole neighborhoods decline 
from the intrusion of low- 
nstruction, or from the immi- 

f families markedly below the 
evel of residents of these 
hoods. In Cedar Rapids and in 
er city, what should be pref- 
residential territory—that land 
ling the business district and 
ess—lies blighted; it tends 

ome semi-slum in nature; prop- 
ners have to accept low returns 
investments, and cities have 
gradual decrease in taxable 

\t the same time, the better 
| districts inexorably move to 
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more and more remote locations—often 
outside the corporate limits of cities. 
Transportation becomes an expensive 
problem. The provision of utilities for 
such neighborhoods is costly. Ulti- 
mately some decentralization of busi- 
ness districts becomes necessary. Cities 
have to devote more and more of their 
bonding capacity to the provision of 
paving, highways, fire protection, and 
police protection. 

Remoteness is not, per se, a desider- 
atum in the development of preferable 
residential districts; rather, remote- 
ness is a necessary evil to the attain- 
ment of some degree of exclusiveness, 
and to the avoidance of undesirable 
neighbors. Were the same objectives 
attainable in closer proximity to the 
center of activity for a particular city, 
the likelihood is that preferable residen- 
tial districts could be developed, and 
the city, property owners, and residents 
would all benefit and economize. 


A Suggestion for Long-Run Planning 


The ultimate solution to the problem 
of the building industry may well be 
the application of some form of plan- 
ning which will make possible the 
reclamation of near-by blighted areas. 
For the most part, what experiments 
have been tried along this line have 
been governmental attempts to provide 
subsidized housing for economically 
depressed groups. 

Such a program would seem to offer 
an attractive possibility for private 
capital. It seems within the realm of 
possibility for Cedar Rapids investors 
to plan and construct a community of 
attractive dwellings for middle class 
and upper middle class families. It 
would be necessary, in all probability, 
to regard such a development as a 


permanent investment, and to maintain 
the dwellings as rental properties. 
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The selection of that rather stable 
group comprising the middle and upper 
middle classes would minimize cyclical 
fluctuations in vacancy, since in times 
of business activity the lower range of 
the middle class would attempt to se- 
cure residence in these properties, as the 
more prosperous part of the group 
sought somewhat greater ostentation 
of living quarters, and during depres- 
sion the upper range of this group 
would be able to maintain tenancy. 

Clearly, such a program, once started, 
would allow a high degree of planning 
in the timing of building activity. It 
would be desirable for the group of in- 
vestors to undertake building when 
prices were lower, and the development 
of such settlements could be pushed 
when other building activity was slack. 
Moreover, the necessity for maintain- 
ing dwellings at a profitable rental 
basis would necessitate regular and 
adequate repair and remodeling work. 

Cedar Rapids, with its adequate 
supply of investment capital, and with 
an available territory for development, 
might well control the fluctuations of 
building activity by such a course of 


action. 


Conclusions 

In so far as Cedar Rapids is typical 
of the United States with respect to the 
problem of residential and other con- 
struction (and officials of the Federal 
Housing Administration state that it is 
as near statistically typical as any city) 
several definite conclusions can be 
drawn from this study. 

First, construction activity is in 
general so diversified, of such small 
scope, and in so many hands, that co- 
ordination or planning for the industry 
under its present organization is un- 
usually difficult. 


In the second place, there seems to be 
an actual need for considerable volun, 
of new residential construction and foe 
repair and remodeling work. In the fac. 
of more aggressive advertising an 
merchandising by other competitor 


for the family dollar, however. 


building industry faces an apathy oj 


demand on the part of the public, 


Thirdly, stimulation of primary de. 
mand for construction activity mys; 


typically be undertaken by suppliers 


building materials. Obviously, the share 


that any one such supplier of materials 


can hope for from the total sum 


money spent on construction is rela- 
tively small. A cooperative advertising 
campaign attempting to stimulate pri- 
mary demand might be well justified, but 


individual and competing firms in t 
field tend to confine their efforts t 
stimulation of selective demand. 
In the past, most speculative bu 
ing has been for the purpose of a 


mediate resale as possible. It seem 
likely that a good case could be made, 


not only from the standpoint of inve 
ment possibilities, but also from ¢ 
sideration of public need for hou 
and of synchronizing construction 


tivity more satisfactorily with the busi- 
ness cycle, for speculative building for 


permanent rental rather than fo! 


sale. Under such a controlled building 
activity, good construction could mini 


mize physical obsolescence, and proj 
planning and regional control 


minimize environmental depreciatiot 
Moreover, an evener flow of purchas- 


ing power could be maintained 


more regular retail purchases, not on!) 
through a steadier employment in ti 


building trades, but also through ' 
avoidance of the disturbing influence 
frequent mortgage foreclosures. 
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THE RELATION BETWEEN THE QUANTITY 
PURCHASED AND THE PRICE PER UNIT 


BY EDWARD L. THORNDIKE 


he purpose of this article to 
the reductions in price for 


hases in quantity which repre- 


mail-order houses, depart- 


res, and dealers in specialties 


\bserve uniformities and dif- 


in their practices; and to 


rate that irrational customs 


chance play a large part in 
e relationships. It is the 
ynclusion that neither sellers 
mers pay the attention to 
tions on quantity purchases 
pay to basic prices. It seems 


terest of good business that 


1 pay attention to them. 
inges in price are made in 
the amount bought, wide 
are very common in the 
variation, as among com- 
the price per unit in respect 
er of units purchased. The 


rder houses show such dif- 
learly; so do great depart- 
so do semi-retailers dealing 


ties. 


ibundant evidence upon these 


ave computed ratios for price 


for quantity purchases (the 
red to below) for the adver- 
of many thousands of com- 
by many different firms. 
tions in the ratios are very 
records preserve also the 


so that the reductions 
ntity can be related to the 


ity, the firm selling it, and its 


lin the following section. 


unit. Certain of the facts for 
ind bulbs, (2) chemicals, and 
ies and mail-order houses are 





Quantity Discounts on Retail Purchases 


Seeds and Bulbs. If curious customers 
should examine certain seed catalogues 
to find out how much they will save per 
unit by combining their orders and 
buying four units of seeds or bulbs 
instead of one, when the cost of one is 
25 cents, they would find that the price 
for four varied from 45 cents to $1.00. 
The variations in the case of 210 possi- 
ble purchases in which 25 cents buys I 
ounce or less of some seed (or, in a few 


instances, three bulbs) are as follows: 


Price of Price of 
Four Units Frequency Four Units Frequency 

$.45 6 $ .75 62 
5 9 80 1) 
55 2 85 8 
60 62 go O 
65 6 1.00 I 
79 54 


The $1.00 is probably an error of the 
catalogue maker or printer, but the 
general range of variation is depend- 
able. Such a wide range is the rule 
whether the unit is priced at 15¢, 20¢, 
25¢, 30¢, or 35¢. 

As a convenient measure of the 
change in price per unit when a larger 
amount of a commodity is bought, we 
may use the ratio which the price per 
unit when bought in quantity bears to 
the price per unit when bought one unit 
at a time. This may be called the 
quantity price ratio or quantity price 
quotient, or QQ for short. QQ for 2, 
QQ for 3, QQ for 4, etc., may be used to 
name the quantity price ratios when 
the quantity bought is 2, 3, 4, etc. 

If the prices are as shown in the first 
line of each pair below, the QQ’s will be 
as shown in the second line of the pair. 
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price for 12, $3.75; price for 100, $4.00, 


Price for 1, $0.40; price for 3, $1.00; 
QQ for 3, .83+; 

Price per 0z., $0.20; price for 4 0z., $0.45; 
QQ for 4, 56+; 

Price per pt., $0.55; price per qt., $1.00; 
QQ for 2, QI; 


A QQ of .go thus means a reduction 
of 10%; a QQ of .75 means a reduc- 
tion of 25%; a QQ of .60 means a reduc- 
tion of 40‘ Ds 

The QQ’s computed for certain seed 
and bulb items vary as follows: 


For a 15¢ unit the QQ of 4 varies from .43 
to 53 

For a 20¢ unit the QQ of 4 varies from .38 
to RS 

For a 30¢ unit the QQ of 4 varies from .54 
to 53 

For a 35¢ unit the QQ of 4 varies from .43 
to 59 


For a 15¢ unit the QQ of 16 varies from .21 
to .45 

For a 20¢ unit the QQ of 16 varies from .42 
to .53 

For a 25¢ unit the QQ of 16 varies from .25 
to .O!I 

For a 30¢ unit the QQ of 16 varies from .36 
to .73 

For a 35¢ unit the QQ of 16 varies from .27 
to .62 


This wide variation indicates that 
the differences in price for large and 
small quantities of seeds and bulbs are 
not measures of differences in the cost 
of distributing (or producing and dis- 
tributing) these respective large and 
small quantities. There is no reason to 
suppose that differences in clerical work 
and in stocking for and filling orders 
involve costs in proportions correspond- 
ing to the greatly varying differences 
in price for the different quantities. 
Differences in costs of production are 
almost entirely irrelevant, since the 








QQ for 12, .78+; QQ for 100, 4 


price per lb., $0.90; _ price for 5 lbs., $4.00. | 


QQ for 16, .28+; QQ for 80, 2 


price per gal., $3.60; price for § gal., $17.0 


QQ for 8, 82; QQ for 40, 774. 





production is in any case of amounts 
thousands of times the unit. 

The wide variation of the QQ js 
contrary to the interest of the pur. 
chaser. A uniform sliding scale for | 
seeds of the same price per unit would 
be better for him. If he has a certaip 
amount to spend for seeds and wishes 
to maximize their utility to him by 
buying ten or fifteen sorts in quantity 
(or to cooperate with friends | 
purchase to maximize utility for all), he 
now has a task comparable to solving a 
set of simultaneous equations which 
would baffle or weary ninety-nine 
of a hundred buyers. 


Chemicals. Let us examine here t 
facts in a concern selling about 
thousand chemicals in amounts from a 
few grams to § pounds or more. If the 
reduction in price per unit with quan- 
tity (or from the seller’s point of view, 
the increase in price with smallness, t 
cover the increase in the cost of 1 
service) is not determined by the differ- 
ences in costs in such a business, 
probably is nowhere in retail selling 
The task of estimating reasonable QQ’s 
is probably easier in such a business 
than in almost any other. 

Consider the facts from one ¢ 
cern’s price list for chemicals sold in 
quantities of 1 oz., 40z., 1 lb., and 5 |bs 
(and in some cases more). When th 
price is 20¢ per ounce, the price pe! 
ounce at the 4 oz. rate varies from 44 
to 8714 % of 20¢; the price per ounce 4! 
the pound rate varies from 23 % to ©2 






of 20¢; and the price at the 5 Ib. rate 













Q 
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m 19% to §7% of it. Figures price for a § lb. lot when he sells it 
a in Exhibit I for a sampling as 1 oz. lots, I have presented the facts 
ixty pages of the catalogue. for chemicals priced at $2.75, $3.00, 











EXHIBIT I 


_ in Price or Quantities or % Ls., 1 La., aNpD 5 Lps. WHEN THE Price For 1 Oz. Is 20¢ 



















‘a 1 Lb. 5 Lb. 
Frequency Price in Cents Frequency Price in Dollars Frequency ' 
2 75 I $3.00 to 3.24 2 
: Bo 5 3.25 to 3.49 I | 
85 3.50 to 3.74 3 
75 to 3.99 3 | 










3 go 3 













i 95,97, 99 4 4.00 t0 4.24 2 
IC 100 and 102 6 4.25 to 4.49 
10s 2 4.50 104.74 
< 110 5 4.75 to 4.99 4 
4 115, 116, 118 4 5.00 to §.24 2 
I 120 Io 5.25 tos.49 6 
14 125, 127, 128 7 §.50t05.7 9 
I 130, 132, 134 6 §.75 to5.99 rs 
5 135 3 6.0 to 6.24 5 
2 140 and 144 5 6.25 to 6.49 4 
I 145 2 6.50 to 6.74 6 
150 4 6.75 to 6.99 - 





2 155 and 156 3 7.00 to7.2 2 

4 160 4 7.25 to7.49 I 
165 2 7.50 07.74 5 

170 I 7.75 to 7.99 4 







5 175 8.00 to 8 
180 8.25 to 8.49 
185 I 8.50 to 8.74 | 
3.75 to 8 







tog. 
tog. 
tog 














cts for chemicals whose price 3.25, $3.50, $3.75, etc., for 5 Ibs. 
eis 15¢, 16¢, 17¢, 18¢, I9¢, in Exhibit II. The ranges are from 12¢ 
21¢, 22¢, 23¢, 24¢, or 25¢ are similar. to 15¢ per oz., I1¢ to 20¢, 12¢ to 26¢, 





Keversing the point of view, and ask- 12¢ to 28¢, 15¢ to 30¢, and 15¢ to 
much the seller increases the 28¢, the highest ounce-price averaging 







2i2 


nearly twice the lowest.! Exhibit III 
shows the facts for 4 lb. prices. The 
range is from 21¢ to 32¢, 25¢ to 40¢, 
23¢ to 40¢, 25¢ to 45¢, 26¢ to So¢, 31¢ 


to 60¢, 35¢ to 55¢, and 4o¢ to 55¢. 


Ha rVUd rd Business ‘Review 


chemicals vary in the time and care 
required for handling, weighing, pack. 
aging, etc., but there is very littl. 
correspondence between this variatio, 
and the QQ variation. Moreover thie 


EXHIBIT II 


Cue VARIATION IN Price oF 1 Oz. 


FOR Eacu or Various Prices For § Las. 


Frequencies for Each of Various Prices for 5 Lb. Lots 


“ ‘ 
BF 5 


These variations in the quantity- 
price ratios for chemicals are the more 
instructive because the same firm, 
when the prices are quoted for I gram 
and 10 grams, IO grams and 100 grams, 
100 grams and | 

the 


kilogram, almost al- 
follows j 
lus one-tenth the price 


very simple rule of 
25¢ | 

r quantity as the price of the 
It also 


twentieth of the price ol 


smaller. uses 25¢ plus one- 
SOO grams as 
rice for 25 grams when that is the 


smallest quantity 


its | 


sold 


1. Some force 


it from doing anything of 


vith prices for ounce-pound 


ariations in the for 


QQ’s 
als sold by the ounce and pound 
] : | 


tt determined by variations in the 


cost of distribution. It is true that 


| r _ f ~~ 


i v ge $ ror 4 ampie I2 at $2 


$2 rs it $3.25 ré e 


A 


$375 $4.00 4-75 $5.00 


concern treats all chemicals alike wit! 
its 25¢ addition if they are sold 
grams, regardless of variations in 
time and care required for hand 
weighing, packaging, etc. 


Groceries; Mail-Order Houses. Int! 
case of groceries also the variati 
price reduction for quantity purcl 
seem to have little if any corr 
with variations in the c 
distribution. For example, the c 
filling an 


ence 
order for a whole 
would seem to be enormously les 
that for ten or! 
fractional parts, but the reducti 
quantity in cheese is one of the sma 
in the whole list. Exhibit IV present 
the data rocerit 
Sample data from the mail-order h 
With larger samplings the range would 


s ewhat 


selling it in 


certain of upon g 
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included in this exhibit which (A) The quantity price ratio or quotient, 
that. as in other fields, the QQ, tends in general downward as we pass 
lence between prices and the from QQ for 2 to QQ for 3, to QQ for 


i 


Glling one order of n units and 4... to QQ for 100, or QQ for 1,000. 


EXHIBIT II] 
VARIATION IN Price or }4 Ls. ror Eacu or Various PricrEs FoR 5 Les. 
Frequencies for Each of Various Prices for 5 Lb. Lots 


$3.00 $3.25 $3-75 $4.00 $4.75 $5.00 


(B) It usually drops less and less rapidly 
with increasing increments in the quantity. 

(C) Within the same kind of commodi- 
Variations ties, the higher the price per unit, the less 
rapid the drop, as a rule. 


ne unit is neither close nor 


inge in price per unit in rela- 
he number of units purchased These characteristics appear in Ex- 
is almost unbelievably hibits V to VII showing the median or 

, but it is by no means chaotic. average QQ’s for certain prices. But 
generalizations may be there are often reversals of rule A when 

the quantity is 12, caused apparently 
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by rather powerful habits of making a than for seeds of the same price {o, 
dozen relatively dear. The retarda- one, the drop for chemicals is greate; 
tions of rule B are different for different than for paints, and enormously greate; 
commodities with the result that if the than for groceries or clothing. 


EXHIBIT IV 
Tue Quantity-Price Ratios in Lots or 4 oR § WHEN THE Price For One Is aT orn NEar 2¢¢ 
Frequencies 


= = a 


Miscel- 
Paint; laneous; Seeds and Seeds anj 
Chem- Chem- Groceries; Mail- Mail- Bulbs; — Bulb 
icals: tcals: Dep’t Groceries; Order Order Specialty: Specialt 
Unit 44 Units Store: Specialty: Concern: Concern: Unitr 40: 
LS... 2i¢ Lb., 27¢ 2/¢ to 2/¢ lo 2/¢ to 2/¢ to Ox. or Less, ei 
70¢, to 70¢, 370¢,Q0Q0 304,00 30¢,Q0Q0 304,00 254,00 25¢,/ 
4 OO for 4g QOQfors forgors forg forg forgors forg for 4 





F 


i*+ +} + S&S SY 
+, COO W 


w 


AAMMNY 
Dy 


x 


88 
9 
92 
94 
gO al 
98 
I 
data of Exhibits V to VII are graphed, The median QQ’s for 4 and 8 whe! 
they do not show much family likeness, the price for I is near 40¢ are respec- 
but cross one another frequently. The _ tively near: 
relation noted in rule C is clear and 
potent for some commodities and firms, 65 and 60 for chemicals sold by Ib. and 
but hardly discernible in others. oz. 
On the whole, the differences in the 70 and 63 for small seeds. 
trends are surprisingly great. For ex- 75 and 70 for biological stains. 
ample, the drop for bulbs is much less 82 and 8o for groceries. 


I 
3 
4 
3 
3 
I 
4 
5 
3 


I I 
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EXHIBIT V 


















—— .ys OF THE QuantitTy-Price Ratios ror CHEMICALS IN A CONCERN SELLING CHEMICALS FROM 5 
es Grams or Less To 5 Las. on More 
Number of Cases and Median of the QQ’s Number of Cases and Median of the QQ’s 
for for 
4 Oz. 1 Lb. (76) 5 Lbs. (80) 1 Lb. (4) 95 Lbs. (20) 25 Lbs. (725) 
, eisai dala se" ~ Prefe ——— jrstiianiiabarlaliicy, - igutiaasinabiainanio 
, 00 n QQ n QQ Lb.,in Cents n QQ n 02 n QQ 
48 S 48 29 48 25 12 10 =6§2 10 42 7 33 
62 52 61 33 68 294 1S iy 63 17 43 Il 33 
28 6 28 33 28 304% #160r17 7 SI 8 44 4 34 
47 $4 48 36 51 32 18 or I9 26 53% 25 43 fe) 32 
8257 81 39 79 35 20 50 56 35 470—C13.'—s 378 















2 73 31 60 9 $9 51-60 7 68976 6 65 2 44 
2 75 42 59% 4 69% 61-80 5 SI 3 75 I 63 
5 81-100 2 95 2 67 : 2 






EXHIBIT VI 


IANS OF THE QuanTiTy-Price Ratios FoR GROCERIES IN A GREAT DEPARTMENT STORE 















AA 
Number of Cases and Median of the QQ’s for 2, 3. 4, 5, ete. 
Z 3 4 5 6 & 10 12 16 24 of 25 
‘ ee oe ee ee ee Se 
. n Q0QO n QO » QO n» QQ nn QQ » QQ n» QO n OQ » QQ 1 QQ | 
4 90 2 6 3 75 6 os t 7 5 96 | 
24496 6 94 1 88 1 99 28 95 1 53 1 45 35 9538 10 84% 
nay 2 oO + 73 1.3 5 = S 45 90 95 I 65 10 87 | 
2692 17 96 3 45 9 93 5 97 1 91 44 96% 4 89 
2 91 ao 6G &- s+ 6 F OF & FF 8 BO 27 1 58 5 89 
16 91% 50 95 1 110 5§ Of 5 97 2 88 
{ 239344 15 97 6 81 3 97 1 83 2 87 5 98 2 96 | 
, ‘ 18 92 10 98 6 75 2 I100 2 83 s 6s 2 98 1 82 
r 2893 9 97 4 79 «+1 73 =F 95 3 98 





98 






89 







4 sls I 76 







r one singly’ means the price for the smallest m 






EXHIBIT VII 
MepiaNns OF THE QuantTiTy-Price Ratios ror Groceries AND HousEeHotp Supp.ies In A Grocery STORE 

or Very Hicu Grape 

Number of Cases and Median of the QQ’s for 2, 3, 4, 5, ete. 












2 244 3 4 5 6 g* 10f 12 16 
1 QQ? n 0Q n Q OQ n OG) n OO +n VY n 0? n 02 n 0Q n QQ | 
5 90 5 85 3 69 43 94 3 63 
31 88 1780 177 3 58 3 61 4 80176 94 2 68 
3990 4 87 297 1585 5 80 1 94 11 76 7 61 186 95 4 66 
{ 21 88 195 1379 4 79% 3 78 2 75 146 95 1 70 
36 94 5 88 2 87% 11 88 4 79 2 67 5 78 1 7§ 106 95 
12 9! 4 69% 1 81 :- 93> 2 Ge ot gs rt 62 
( 19 92 I 94 7 93 1 8 3 89 I §§ 6 95 
8 I I9 9 2 88 4 92h 5 75 6 88l4 1 69 54 94 






62 
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The drop in QQ from 4 to 16 com- 
pared with the drop from I to 4, the 
prices for 1 being approximately the 
same, is as follows: 

For chemicals about 0.4 as much. 

For small seeds about 0.4}% as much. 

For groceries about 0.7 as much. 


The rise in QQ when the price for one 
unit singly rises from 20¢ to 8o0¢ is 
about: 

40% for chemicals. 

20% for small seeds. 

3% for miscellaneous commodities sold 
by number, not by volume or weight, in the 
case of a great mail-order concern. 

2% for groceries. 


A fourfold rise from 50¢ to $2.00 for 
one unit raises the QQ’s for biological 
stains by about 10%. 

Some of the differences between the 
trends are in accord with utility to the 
buyers. Thus getting more units of jam 
or underwear than one needs at the 
time has a much greater probability of 
utility than getting more paint or more 
flower seeds. But some of them are 
certainly not determined by utility to 
the purchaser. Getting more cloth than 


1 ie ma 


is needed to Ke a adress, Curtains, 


etc., nas a ver low utility, but the 
price per unit is reduced little or not at 
all. Getting more grass seed than the 
immediate emergency requires has a 


considerable probable utility, but the 


price is reduced by a substantia 
percentage. 

At all events, the quantity-price 
relation in these and many other sets 
of retail prices depends much more 
upon other forces than upon calcula. 
tion of cost of production and distriby. 
tion by the sellers or of utility by the 
buyers, item by item. The seller may, , 
may not know that his total program 
quantity-price relations pays its cost. 
but he certainly does not know this 
about each item. The buyers choosing 
between buying as much as they think 
they want at a certain rate or some. 
what more at a cheaper rate face difi- 
cult calculations, and most of them w 
be swayed by habit, self-esteem 
getting a bargain, the logic of hope 
fear, and other psychological forces. |; 
any case, there is evidence that reasor 
able calculations by them would 
accord with the great variations 
the quantity-price relation for similar 
articles, or with all the differences in it: 
general trends for different articles.’ 

The large retailer is interested 
some degree in increasing the genera 
consumption of the commodities | 
which he deals and in selling more t 
each of his customers as well as 
getting and holding customers, 
supplying their customary wants at 
low cost to himself. Quantity-price 
tios should therefore be somewhat 

ted. The first treatment is surely in ge 


ntities wanted [ 











































the elasticity of demand. 
emphatic. They are higher for 
eeds than for flower seeds, 

r foods than for medicines and 
as would be expected. But they 
ely low for chemicals sold by 
e and pound, for which the 


is presumably not at all elastic. 


trel 


Forces Affecting Quantity Discounts 


What are the other forces that do 
» that if one of A is priced at 
\ will be priced at xK, where x 
inction of n? 


Custom. One is, of course, ‘‘custom.”’ 
ities to which this word refers 
the aversion of the seller to 
time and effort in trying to 
the quantity-price relations 
finds in the business, his 
n that he is makinga success 
iness as things are, and his 
any change may be for the 
hey include also the tendency 
iyer to accept certain particu- 
ty-price relations with which 
become familiar as fit and 
expect them, and to feel 
triumphant if the reduc- 
or more than he expects; and 
e to consider the general sys- 
quantity-price relations and 

ises at all. 
[hese forces of “‘custom” are pre- 
main cause of the rise of 
QQ for 12 above the trend line of 
JQ's for 2, 3, 4, 5, 6, 8, 10, 16, 20, 25, 
(his phenomenon of the dear 
to be almost universal, and 
n for 12 is often lower than 
or 10 or even for 8 by the 
irm. This is not, of course, on 


rq lantities of 8, yy # and 16, or 


»0. But the small reduction 
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on dozens cannot be accounted for by 
greater cost on packing and delivery. 
It is just a habit, to be explained by the 
history of retail selling, not by its logic. 

Representative facts are as follows: 

If a seed-firm sells K ounces of seed 
and 1 bulb at the same price, its price 
for a dozen of that bulb will be much 
higher than the average of its price for 
8K ounces and 16K ounces of the seed. 
But the labor of getting and packing a 
dozen bulbs is not appreciably greater 
than that of getting and packing a 
certain weight of seeds. 

In the food prices of a great depart- 
ment store, the average QQ for lots of 
8 and 16 is lower than the QQ for lots 
of 12 at every price level at which such 
quantity prices are reported; on the 
average they are 17% lower. The QQ’s 
for 10 are much lower than the QQ’s 
for 12 of similar levels, averaging 33% 
lower. 

In the prices of a large store selling 
chiefly foods, but also other kitchen 
supplies, cigars, perfumery, and con- 
fectionery, the QQ’s for 8 are lower 
than those for 12 at the same price level 
in 16 cases out of 17; and the seven- 
teenth case is probably a misprint, 
since it gives a QQ of 1.07. On the 
average, omitting this case, they are 
25% lower than those for 12; those for 
814 or 9 average 24% lower; those for 
IO average 27% lower. There are only 
six cases for quantities of 16 (i.e., pound 
versus ounce, gallon versus half pint, 
etc.). Their QQ’s average 25% lower 
than those for 12. 

In the prices of commodities sold by 
number, not by weight or volume, by a 
great general mail-order concern, 33 of 
the QQ’s for 10 are lower, and 3 higher, 
than the QQ’s for 12 at similar price 
levels. They average 23 % lower. In this 
case there can be little or no disadvan- 
tage in getting and packing the twelves 








































































rather than the tens, since both kinds 
are either packed in cartons, or have to 
be counted. 

The prices of a dealer in plants and 
bulbs show QQ’s for 12 which run about 
5% higher than the QQ’s for 814, the 
prices for the smallest quantity pur- 
chasable being identical (8o¢ or goe¢ or 
$1.00 or $1.20 or $1.50 or $2.50). The 
meanings which the QQ’s have in the 
actual purchases make this evidence on 
the dearness of the dozen stronger. A 
purchaser from this company can get 
any number over 24 at the 814 QQ, and 
cannot get any number less than 12 at 
the 12 QQ. So it is possible that a 
purchaser may get less reduction when 
buying a dozen 8o0¢ plants instead of 
one than he would get by buying three 
8o¢ dozens instead of one. 

The concern selling chemicals sells 
filter papers and a few other commodi- 
ties by single packages and dozens. Its 
QQ for 12 is much above the average of 
its QQ’s for 8 and for 16. 

There is evidence that there is a 
habit, not only of pricing dozens high, 
but also a more specialized habit of 
pricing dozens high in relation to units. 
The evidence is that the prices for 
plants set by a certain dealer give QQ’s 
for 12 which are 97% as high as the 
QQ’s for 4 when the smallest number 
purchasable is 3. The actual number 
bought in the second case is 12, as in 
the first, but some force (presumably 
the thought of adozen versus one) in the 
price maker’s mind makes him hold the 
price up in the first case. 


1 for $0.40 has a median QQ for 12 of .73. 

3 for $1.20 has a median QQ for 4 of 
735 1.€., Oo more. 

1 for $0.50 has a median QQ for 12 of .75. 

3 for $1.50 has a median QQ for 4 of .79; 
i.e., only .04 more. 

1 for $0.60 has a median QQ for 12 of .69. 

3 for $1.75 has a median QQ for 4 of .71; 


only .02 more. 
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1 for $0.70 has a median QQ for 12 of 1, 
3 for $2.00 has a median QQ for 4 of .75 
i.e., only .04 more. 


There are other queer habit quir} 
like this behavior toward the ‘ hs to 
one”’ situation. 


Sales Not Considered Singly. Anothe; 
force is the fact that the normal atom 
of retail trade is not a single sale by 
the total sales to a single customer 
There are casual sales to strangers 
just as there are single electrons wap- 
dering about; but even these sales are 
important to the retailer as possible 
future regular customers (as if, by 
catching one electron, you might ian 
get the whole atom to which it be. 
longed). This holds true for ote mail- 
order concerns, department stores, and 
dealers in seeds, chemicals, and other 
specialties, as well as for the local 
grocery or drug store. To keep his 
customers, a retailer thus takes a los: 
of time or money by selling stamps 
by stocking articles so seldom sold 
that the charge for space and interest 
exceeds the difference between 
price and selling price, or by selling 
small quantities at less than the cost 
of handling the transaction. 

Retail customers are buying satis- 
factions of all sorts along with the 
commodities which are entered on the 
bill. Successful retailers know this 
without reading books on the eco 
nomics of consumption or the prit- 
ciples of salesmanship. If retailers 
were considering the adoption of 4 
sliding scale of prices in relation 
quantity for a commodity now sold at 
so much per pound or yard regardless 
of the amount of the purchase, they 
would ask such questions as: 


Will the feeling of being discriminated 
against in those who buy small quantities 
overbalance the feeling of satisfactior 











1y large? How much will the 
f the sliding scale repel cus- 
dislike and distrust any 

| inferences beyond the simple 
r? How many such customers 
unpleasant sense of being 

r hoodwinked when the sched- 
senile ss¢ per lb. by 60¢ for 1 Ib., 
1c for 2 Ibs., $1.66 for 3, $2.14 for 4, 
6o for 5, $3.04 for 6, $3.47 for 7, $3.90 


If a retailer put a price of, say, 55¢ 
tain article rarely sold so as 
the cost of stocking it, and 
r complained that he could 
45¢ at the specialist’s, 
wise retailer state his per- 
nd defense, and suggest that 
mer and he would both be 
ged if the customer would buy 
le from the specialist? He 


would only if he was sure that the 


would not take offense. In 
he would pretend to look 

cord, and then say, “‘That’s 

ght. | buy it from that firm myself, 

1 45¢ is just what I paid. I didn’t 

make a profit on you,” or 
g of that sort. 

[t is not necessary here to enlarge on 
ingers to the favorable attitudes 
tomers from any narrowly “‘ra- 

’ adjustment of the quantity- 

ition of single items. But it 

well to explain why customers 
complain at being charged for 
nit nine or ten different frac- 

{ the price of a larger unit. Why 

tomer not rebel at the ap- 
njustice or at least bad business 
charged now 16¢, now I7¢, 
i8¢, now 19¢, and now 20¢ per 
‘ something priced at $1.90 a 


] 


nswer is, I think, that he is not 
the fact. Of the millions of 
vho study the catalogues of the 
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great mail-order firms, general and 
special, with fond and sedulous care, 
probably not one in ten thousand has 
become aware of facts of the sort pre- 
sented in this article. All the persons 
whom I have questioned have either 
thought that the quantity-price rela- 
tion in a certain kind of commodities 
varied little, holding close to a trend- 
line, or have never thought about the 
matter at all. Buyers’ comparisons are 
mostly of one dealer’s prices with an- 
other’s for the particular quantity in 
which the buyer is interested, or of 
two commodities between which the 
buyer is choosing. In the rather rare 
case when he is choosing between 
buying a larger or smaller quantity of 
the same commodity, his mind is ab- 
sorbed by the relevant utilities; and 
there is nothing to cause him to inves- 
tigate differences between the ratio 
before him and other ratios in the 
price list. 

Ratios in general are unpleasant 
things to most minds. Though studied 
in the arithmetic of the elementary 
school they are rarely mastered there. 
So textbooks in domestic science care- 
fully teach what ratios are in order to 
make nutritive ratios comprehensible! 

Certain uneconomic quantity-price 
relations persist because the seller sees 
no good reasons for changing the status 
quo, because the buyer accepts the 
status quo—knowing very little about 
what it is—and because the relation in 
any one item is far more important 
by its action upon customer satisfac- 
tion and goodwill than by its isolated 
pecuniary results. But these forces do 
not explain why in a relatively new 
field of retail selling, such as of chemi- 
cals, there should be such a wide and 
apparently aimless variation. If the 
proper price for five pounds of certain 
chemicals is in each case $4.00, why 
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choice of variety so that if a compe: 


are the prices for one pound, a quarter 
of a pound, and an ounce manipulated 
into the figures shown below? 


[he price per pound in § lb. lots 
being in each case 8o0¢, the prices for 
1 lb., 14 lb., and 1 oz. for chemicals 


- 1? 
were as follows: 


For 1 Lb. For 44 Lo. For 146 Lb. 
Ss ‘ 26 12 
Ss ; Is 
Ss 
SS 2 
Ss 
SS 33 15 
- > ft 
Ss 34 16 
Rc 4 18 
ad 3 17 
57 34 15 
ss 34 Is 
) 1d 
} 

/; 

) 5 15 
; 

) 5 

} > 

) 37 1s 
) 5S 1d 
) 

) 28 18 
) 4 Is 
} 4 - 
; 4 2 

) 15 Is 
) +5 “ 
5 } Id 

5 5 2 
) 24 

+4 25 


Psvchology does not help much here, 

for the forces of habit and of gravita- 
I 

fortable courses of action both move 


tion toward easy and personally com- 


the price-fixer toward uniformity rather 
than variety. There may be an un- 
suspected army of traditions about 
the quantity-price relation for certain 
chemicals. There may be a deliberate 





itor’s prices per pound or per oy; 


are compared with yours for, say , 


hundred commodities, yours wij 


cheaper in a fair percentage of th 


hundred. I[t is all rather mysterjoys 


Chance. One more force desern 
mention, which I will call “shee 
chance” for lack of a better nam 
When the fixer of prices in an anny: 
catalogue sets a certain price upon 
certain quantity of a commiodity, 
must be guided more or less by 
intuitions concerning what price wi 
be best for the business as a wh 
No matter what system he has for al- 
lowing for the costs of stocking 
selling, for competitors’ prices, 
there is likely to be, especially in 1 
case of new commodities, an element 
of intuition or personal equation repr 
senting his mind’s modification of t 
system in response to the total 
plex of facts. This intuition or per 
equation is influenced by psycholog 
causes so unknown and unpre 
that the variations caused by 
are called “‘chance” or “accident 
Nothing in the mind happens by c! 
in the strict sense, but these 


quences of minor unknown 


J 


the brain have to be treated a: 
did. Such chance variations char 
terize all mental operations. I! 
presumably cause a man occasi 
to set a price at 21¢ or 23¢ which 
would set at 22¢ nine times out 
The man will be entirely unawat 
their action, or of which of them 
acting. He may feel as confident 
his 21¢ or 23¢ was the proper pri 
that his 22¢ was. Some revered 
toms of quantity-price relation 
have originated partly in sheer c! 
So also may more important | 


customs. 
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luence of this force could be 
by having prices set by 
ns in complete independ- 

of the others and continuing 
verage or modal estimate of 
price is reached which is 
within half a cent or what- 
ire desired. But this is 


are 
ne in business. 


nge of price per unit with the 
inits in the transaction has 
eived little attention from 
scientific students of 
[ hope that this report of the 
ty of trends of relation to 
r different commodities and 
ice levels and of the varia- 
lown at any point on any 
nd lines may stimulate some 
economist to a thorough 
matter. 
Robinson has said that “‘if indi- 
in a predictable way, but 
rge number of complicated 
onomist must resign his 
ychologist.’”’* In setting 
in relation to the quantity 
luals certainly do seem 
a large number of com- 
and motives, and psy- 


Imperfect Competition. London: 





chology should be of assistance in 
studying these. But I fail to see why 
the economist should resign his task in 
such cases. Surely he should be the 
person best fitted to explain them, using 
such facts of psychology as are relevant. 

The facts may be summarized as 
follows: There are enormous differences 
in the reductions in price for purchases 
in quantity, not only among different 
firms, but within the same firm. These 
differences are certainly not all explain- 
able by corresponding differences in 
costs to the seller or utilities to the 
buyer. Probably few of them are. Many 
of them are due to custom and accident. 
There is, of course, a rational tendency 
to make the reduction greater, the 
greater the quantity purchased, but the 
variations from this tendency are wide. 
There is also a rational tendency to 
make the reduction a smaller percent- 
age for high-priced commodities than 
for low, but the variations from this 
tendency are wide. If the price for the 
smallest quantity listed for sale is a 
reasonable price, some of the prices for 
4, 6, 10, 12, 100, etc., are surely 
unreasonable. 

It seems advisable for any business 
to examine its quantity-price reduc- 
tions with the hope of making them 
more profitable to itself and more bene- 


ficial to customers. 
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RECENT LITERATURE ON MONEY AND BANKING 


BY JAMES WASHINGTON BELL 


ECENT publications in the 
field of money and banking 
have been voluminous in quan- 

tity and varied in character, and it is 
difficult to treat them with a proper 
sense of perspective. A remarkably rich 
experience in economic and financial 
history has lately been compressed into 
a very brief span of time. Changes in 
business and in the role of government 
have taken place rapidly. Contem- 
porary writers are attempting to inter- 
pret, orient, and integrate the events 
and the accompanying modifications in 
theory and law and to fit them into the 
broader pattern of our financial and 
economic system. Special studies deal 
piecemeal with various aspects of 
finance, and systematic textbook writ- 
ers strive to interrelate new develop- 
ments with the old in theory, historical 
evolution, and present-day practice. 

A good many volumes are based 
upon contemporary conditions and 
reflect current public interests, atti- 
tudes, and philosophy. In keeping with 
the spirit of the times, a significant 
trend displays a new, vigorous, critical 
attitude toward the traditional or 
orthodox principles of money and 
banking. The increasing participation 
and control of the government in 
banking and finance is becoming 
rect yenized. 

The plethora of fugitive popular 
literature on panaceas is gradually 
dying out, at least for the time being. 
With a few exceptions the single-track 
or “‘philosopher-stone”’ solution to our 





economic and financial problems is no 


longer considered adequate in our com- 


plex society. The crisis or emergency 


type of extravagant, hysterical pro 


posal seems to have given way to more 


sophisticated, fundamental studies 


long-run forces. Faith still exists tha 


by autocratic planned control of oy 
financial machinery all our econom; 


t 


AL 


ills can be corrected by monetar 


means, but this view is becoming less 


universally held than a few years ag 
That there is a close relationship be 


tween money, credit, employment. 


business, and social well-being i: 


ceded by all. And the recognition of the 


significance and the need for furthe 
study of this relationship accounts 
the volume of literature, both po; 
and scientific, which is devoted to it 

It is perhaps to be expected 
New Deal monetary policies 


receive a full complement of attentio: 


in contemporary writings, both 


cause of the significance of money and 


banking measures and because of the 
voluntary and frankly experimental 


character of the innovations int 
duced. The political situation has nev 
before been so favorable in this co 
for experimenting with economi 
tors under “‘control” conditions. [nt 
depression and crisis period practica 
all the unorthodox economic prop‘ 
which have been made in times 
were revived in one form or 

The Administration could have adopt 
anything and it would have had p 
cal support. The temper of the p¢ 
and of Congress and the disfa\ 
which bankers and businessme! 
held were such that many crit 
content to have escaped even n 
treme measures. There is ha! 
book in the list that does n 
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New Deal influence, pro or 


1G 


A e New Deal has furnished 
ita for study, so also have 

vided the student with 

ents of principles. Perhaps 

writer in the past eight years 

es Ol 1s hae re influence on monetary 
| that thought than J. M. Keynes (Treattse, 
f our 1920: General Theory, 1936). The con- 
provoked has produced an 

etary ‘mmensely elaborated and refined treat- 
f the old quantity theory debate. 

ag So great has been the impact of 
Keynesian economics that we might 
ify contemporary scholars 


} 


n- n the field as Keynesian or anti- 


Keynesian. No such attempt will be 
T made in this review article, though we 
Or will refer to certain writers who have 


,) 


st influenced by Keynesian 


[he thirty odd books coming within 
this article, which is a 

review of Joseph B. 

lubbard in the Autumn, 1935, number 
Harvard Business Review, may be 
veral different ways. The 

tion adopted in this article is 


|. Criticism, pro and con, of New 
eal monetary policy. 


lederal Reserve and central bank 


Monetary reform—general. 


$. Specialized textbooks on money 
Comprehensive texts on money 

ms of New Deal Monetary Policy 

\n attempt to demonstrate the 


truth that a fundamental 
in the philosophy of industry 
has actually taken place”’ 
past twenty years is the 

C. C. Chapman’s book on 








business and banking thought.! This 
fact is significant because ‘‘success in 
reforming and reconstructing the eco- 
nomic and social order depends more 
upon an improved mental attitude of 
business leaders than upon any tech- 
nological development.” Part I of the 
volume deals with the development of 
American business philosophy, Part II 
with the development of a central 
banking philosophy, and Part III with 
the situation at the dawn of 1936. 
Woodrow Wilson’s ‘New Democ- 
racy’’ and ‘‘New Freedom”’ are de- 
scribed in the light of the financial and 
industrial absolutism reported by the 
Pujo money trust investigation of 1913 
and the Commission on _ Industrial 
Relations in 1915. Dr. Chapman ac- 
cepts the testimony in these investiga- 
tions at face value and concludes that 
the control and domination of the 
industrial and economic, as well as the 
political, life of the nation was in the 
hands of a comparatively small group 
of individuals. One of the principal aims 
of the New Democracy was to destroy 
the money monopoly and put the con- 
trol of currency and credit into the 
hands of a government body truly 
representative of the public as a whole. 
To this end a highly centralized bank- 
ing system was necessary. But the Fed- 
eral Reserve system ironically served 
only to give the bankers a new instru- 
ment of control—a control which was 
even greater in 1933 than in I913. 
During the interval between 1913 and 
1933 a great psychological change had 
taken place; the new psychology mani- 
fested a broader social outlook. The 
first three years of the New Deal, with 
its widespread experimentation in the 
field of economics, brought about a 
1 Charles C. Chapman, The Development of American 


Business and Banking Thought, 1973-1936. New York: 
Longmans, Green & Company, 1936. 364 pp. $2.50. 
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further change in American business 
psychology; viz., the widespread ac- 
ceptance of the mass purchasing power 
theory (first brought to public atten- 
tion by Henry Ford) which, according 
to Dr. Chapman, is the principle under- 
lying the chief experiments of the New 
Deal. The Roosevelt Administration’s 
monetary policy amounted to gaining 
control of the nation’s gold, currency, 
and credit so that it could put into 
operation the purchasing power theory. 
With higher wages and shorter hours, 
increased government expenditures, and 
public works, sustained business recov- 
ery was to be achieved by direct govern- 
mental control. Self-regulation under 
government supervision had failed. 
Dr. Chapman apparently approves 
the whole “enlightened”? New Deal 
economic and political program. He 
admits real difficulties in its admin- 
istration, but his apologia contains 
hardly any adverse criticism of this great 
humanitarian experiment to achieve 
‘the general welfare of all the people.”’ 
This volume is interesting and read- 
able, and expresses high ideals. The 
reviewer regrets that all formally 
trained economists cannot share the 
author’s universal approval of New 
Deal economic doctrines. 
It is about time that a review and 
appraisal of New Deal monetary poli- 
should appear. Not since our 
original monetary system was estab- 


d have so many far-reaching meas- 


res and extensions of executive powers 
been effected, yet these fundamental 
changes were adopted with little dis- 

sion or little recognition of their 
significant implications. J. D. Paris’s 
ittractive book on Monetary Policies of 
the United States, 1032-1938? does 


James D. Par Monetary Poltcte f the United 
State §. New York: Columbia University 


much to fill the gap. He first descri} 


CS 
the conditions antecedent to the ster. 
taken; then analyzes the immedia:. 
legislative measures adopted, as we 


as subsequent orders, rules, and regy|3. 
tions (these in great detail); and finally 
appraises the policies both as to objec. 
tives sought and as to results whic 
actually ensued. Charts and table 
accompany the text. Three main 
pects are treated: gold, silver, 
currency. Our gold policy, he states. 
‘consisted of a series of measures whic] 
nationalized gold, raised its pric 
fostered an increase in its production, 
and reburied it.’’ Gold restrictions, 
suspension of the gold standard, abro- 
gation of gold contracts, gold buying 
and devaluation, exchange stabilization 
and sterilization, have kept our gold 
policy in a state of flux, and have left 
the Administration still groping al 
He proposes resuming the full i 
national gold standard at the pre 
weight and fineness of the 
and he favors the repeal of the “ 
rency diluting” Silver Purchase Act 
He objects to the emergency G 
Steagall provisions affecting the secur- 
ity back of Federal Reserve notes, and 
suggests that they be either repealed 
made permanent, Federal Reserve! 
notes should be retired forever, 
“‘Greenback”’ provision of the T! 
Inflation Amendment should def 

be repealed to prevent further 

fiat money. Since our circulation 1s! 
an automatic, self-adjusting cur! 
Dr. Paris maintains that we s! 

least know upon what principle 
being managed. Not the least valua 
part of the book is the last hall 
sisting of chronologies of all! sig: 
dates and events pertaining 
silver, and currency, and excerpt 
pertinent laws, and the sele 


ography of sources. 















. D. Edie’s clearly written and pro- 


little book on Easy Money® 


} 
¢ 


rT) 


Ally 


“A 


VWla 


classed in political circles as 
f anti-New Deal propaganda. 
at least a high-class, intelli- 
It is a capable analysis of 
economists consider a dan- 
ophy of low interest rates. 
ok bears the descriptive sub- 
study of low interest rates, 
ring on the outlook for the 
dard, and on the problem 
a boom.”’ The thesis is sim- 
cal authorities, both in the 
tates and abroad, have been 

) programs of easy money by 
economic trends; e.g., the 
the last war, preparation 


ext, and the expansion of social 


which place increasing empha- 


national responsibility for 


ment, etc., which cost large 


eT 


blic money. The abandon- 
gold standard was in the 
to a threatened deflation 
eed for debt reduction. Easy 
in attempt at fixing the price 
and governments have 
adopted it as an instru- 
al policy in order to enjoy 
itly the advantages of cheap 


but priming the money market 


r 


‘n us into a dilemma: If the 


power to perpetuate easy 

hen the traditional means of 
business boom (by raising 
rates, gold reserves, etc.) are 
available, and private bank- 
nessmen will be blamed for 
ences. If, on the other hand, 
iment is unable to prevent 
ley, despite its control of Sta- 
‘unds, central bank credit, 
devaluate, the banks and 

in general will suffer tre- 


Money. New Haven: Yale Univer- 
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mendous losses on bonds. Under these 
circumstances it becomes necessary to 
watch closely the signals indicating 
change, especially in the demand for 
money. Because of government control 
there is no evidence that a rise of inter- 
est will take place at the time when it 
would occur under the operation of the 
automatic gold standard (ours he calls 
a “gold quotation standard”’). Hence, 
other symptoms must be found. He 
ventured to make the hypothesis that 
“bank financing of the deficit stopped 
about the middle of 1936 and does not 
seem likely to be resumed.” Perhaps 
this may be used as an example of the 
difficulties involved in economic diag- 
nosis under present conditions. We still 
seem to be far away from the flexible 
rates which Mr. Edie considers neces- 
sary, and we have seen that reserve 
requirements can be lowered as well as 
raised, and that gold funds can be 
desterilized as well as impounded. 

C. O. Hardy’s forceful defense of the 
gold standard‘ attacks the important 
question of the adequacy of the gold 
supply. In the decade of the twenties, 
the alleged inadequacy of the world 
gold supply was considered one of the 
most vital problems of the day. Various 
quantitative studies were made esti- 
mating the amount of gold needed to 
maintain stable prices. After making a 
careful examination of these estimates 
on the same basis assumed by these 
authorities, Dr. Hardy concludes (1) 
“that even in 1929 there was no justi- 
fication for the pessimism that pre- 
vailed about the supply in prospect 
over the next decade” and (2) in the 
light of new developments since that 
time, i.e., the response which the gold 
mining industry has made to depres- 
sion forces (decreasing costs of labor 
4 Charles O. Hardy, Is There Enough Gold? Washing- 
ton: The Brookings Institution, 1936. 222 pp. $1.50. 

















and supplies), falling off of nonmone- 
tary consumption, release of hoards 
from the Orient, and decrease in the 
business to be financed, we find our- 
selves not with an inadequate supply, 
but rather with an excessive surplus. 
The author suggests that some plan be 
adopted under which a large part of 
the world gold would be segregated 
(so as not to affect the domestic 
credit policy) in extraordinary reserves 
which would be drawn upon to take 
care of extraordinary transfers of bal- 
ances from one country to another. 
Part II of the present volume is a 
reprint, with some revisions, of Dr. 
Hardy’s devastating pamphlet on The 
Warren-Pearson Price Theory, first pub- 
lished in 1935, in which he shows the 
theoretical defects of their arguments 
and how their conclusions are flatly 
contradicted by their own figures. Ap- 
pendix A consists of a critical examina- 
tion, by Dr. Rufus S. Tucker, of ‘The 
Myth of 1849,” a classical example of 
historical evidence used to support the 
theory that gold discoveries were 
responsible for the upward trend in 
commodity prices during the following 
twenty-four years. According to Dr. 
Tucker, the indexes used to show the 
trend of wholesale commodity prices 
from 1849 to 1873, i.e., Saurbeck, the 
Economist, Jevons, are not dependable. 
He comes to the striking conclusion 
that there was no upward trend in the 
price of consumers’ goods in England 
at this time, and that such rises as did 
occur in prices of raw materials cannot 
be attributed to the gold discoveries. 
Hence we are to believe that gold dis- 
coveries have no reviving influence on 


prices and business! 





'W. J. Busschau, The Theory of Gold Supply. London: 
Oxford University Press, 1936. 203 pp. ros. 6d. 
6 Ray B. Westerfield, Our Silver Debacle. New York: 


The Ronald Press Company, 1936. 221 pp. $2.50. 
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Busschau’s Theory of Gold Supolys 
throws no light on the practical] a 
tion of monetary gold resources, It js 
rather a technical treatise on costs ang 
production, mathematically considered 
on the basis of marginal utility analysis 

Professor Westerfield® writes a vie 
orous and interesting story about the 
unvarnished facts, laws, regulations 
arguments, and political pressure, cop. 
cerning our silver policy, especially hoy 
the fallacious arguments of a well. 
organized and well-publicized minor 
ity “‘unconscionably victimized” the 
people of the country. And the end 
not yet. Of the purposes of the silver 
policy; e.g., to reinstate the silver in- 
dustry, to increase prices and ease 1 
burden of debtors and farmers at | 
to help foreign silver-using countries, 
and to stabilize international commerce 
and currency, only the first has bee: 
successful. 

The present huge silver suppl: 
been purchased dearly, and since 
cannot be sold Professor Westerfield 
recommends a compromise plan to | 
off the silver interests with an | 
open subsidy, which the American pub- 
lic could see, with a dole (throug 
PWA) to those in need if the su 
proves insufficient to afford rel 
the needy. 

In the light of the New Deal! | 
of cutting loose from internatio1 
tanglements in order to pursue a p 
domestic program, it is interesting t 
consider in this connection a litt 
book by F. A. von Hayek.’ It d 
with ‘“‘broader theoretical issue 
which the decision between an | 
national standard and independ 
tional currencies must ultimat 


nt 









n inlet 


7F. A. von Hayek, Monetary Nationalism and ! 
national Stability. New York: Longmans, 
Company, 1937. 108 pp. $2.00. 
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Professor Hayek deplores the 
monetary nationalism, at- 

5 t the intensification of the 
n, and believes that the 

nay indefinitely postpone 
ration of a truly international 
tem. He seeks to find the 


reasons why the gold standard 


uccessfully, and develops, 
eries of hypothetical cases, 
international standard 


be made to operate, without 


it banking and the 


Sit 


ractional reserves. 
Reserve and Central Bank Policy 


lation of credit to prices, 
ind employment is so inti- 
ical to expect strong em- 
ed in current money and 
ire on the subject of 

redit control. 
elementary treatment 
peration, and policies 
Reserve system, Pro- 
<emmerer’s 4BC® has long been 
e it was first published 
ne through eleven edi- 
nine chapters of the 
have not undergone 
e remaining five chap- 
completely rewritten 
[hey cover the period 
f the War to the break- 
ld standard in Great 
m I93I to the middle 
gh the Federal Reserve 
spoken of as a “‘fair- 
tem, Kemmerer believes 
successfully, on the 
ing the War (“think 
crisis of 1914-18 into 
broke with the crisis of 
survived the greatest 
The ABC of the Federal 
th revised edition. Princeton: 


ty Press, 1938. 303 pp. $2.50. 





and most drastic stock market crash 
in the history of the money market 
without any disturbance of the gold 
standard and unaccompanied by a 
credit breakdown which marked most 
previous panics. The system could not 
prevent the panic of 1933 “because 
the founders ... had not provided 
for, and reserve banks were powerless 
to remedy, a general loss of confidence 
in the banks of the United States.” 
The breakdown in confidence Kem- 
merer attributes to the “fears that the 
incoming Administration intended to 
reduce the gold value of the dollar.” 

In this book Kemmerer is more re- 
strained than he has been in his public 
addresses and less controversial writ- 
ings, but he leaves the reader in no 
doubt where he stands. With our huge 
revalued gold holdings, the great pow- 
ers of credit expansion inherent in the 
banking system, large excess reserves, 
and the deficit financing policy of the 
government, “‘we are facing serious 
danger of credit and price inflation.” 
“There is still time,” he concludes, 
“to avoid the extravagant possibilities 

but every passing day will make 
the necessary restrictive measures more 
dificult to invoke, and less likely to be 
applied.” 

The principal shift of emphasis which 
distinguishes The New Federal Reserve 
System, by R. L. Weissman,’ from pre- 
vious works on the Federal Reserve 
system is indicated by the sub-title, 
“The Board Assumes Control.”’ Insti- 
tutions should be studied in their eco- 
nomic and social setting, and this the 
author provides in the introductory 
two chapters and in the last two dealing 
with Episodes and Federal Reserve 
Chronicle from 1919 to 1935. Special 
*Rudolph L. Weissman, The New Federal Reserve 
System: the Board Assumes Control. New York: Harp 
er & Brothers, 1936. 313 pp. $3.0 
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chapters are devoted to organization, 
the major instrumentalities of credit 
control (rates, open market policies, 
and reserve balances), and an excellent 
adaptation of the Federal Reserve 
Board’s description of the supply and 
use of member bank reserve funds. 
But institutions are also the lengthened 
shadows of the men who run them, and 
Mr. Weissman has searched the official 
publications, Congressional Hearings, 
and other sources of information, for 
the opinions of the most notable lead- 
ers upon the major problems and 
policies of central bank operations. The 
‘““New”’ Federal Reserve system con- 
trolled by a Board of Governors with 
greatly enlarged powers is in the as- 
cendency, and Mr. Weissman believes 
that under the leadership of the prom- 
ising young central bank statesman 
now in office new ground will probably 
be broken. That it may be well done 
and contribute “‘ toward a sounder eco- 
nomic life,” he appeals to the support 
of an intelligent public opinion, and 
effectively adds his bit to make it 
intelligent. 

Karl R. Bopp directs his research 
chiefly to the operating mechanism and 
personnel of the system. In his mono- 


i 
graph,!° he is concerned with a descrip- 
tion of the agencies, of policy; who and 
what the Federal Reserve system is 
and has been; ‘‘who finally decides 
what shall be done,”’ not ‘‘what is the 
wisdom of the policy adopted?’ The 
Federal Reserve Act provides for some 
139 individuals who are members of 
various administrative bodies of the 
system. The balance of power by 
definition of law, by administration, 
and by force of personality is constantly 
changing, and to the changes within 

Karl R. Bopp, The Agencies of Federal Reserve 
Policy. Columbia: University of Missouri, 1935. 83 pp. 


the system must be added the influenc 
of external agencies, the President. 
the Congress, business, and finance. 
As a result of conflicts between internal 
agencies, as well as the changino 
philosophy concerning the functions o 
central banks, there has been a general 
trend toward centralizing authority 
and powers in the Federal Reserve 
Board. Even before 1933 this was bias 
but since then the banking acts 
1933 and 1935 have extended 
powers of the Board in all spheres 
operation. This trend of power t 
Board means a further shift 
banker control to political control, and 
again raises the question of domination 
over policy. Dr. Bopp gives 
an abstract answer to the question 
“Should the government dominat 
be completely divorced from the 
ministration of the central bank: 
“Among other things, the answer 
pends upon who happens to be 
government and who happens to be 
the central bank’’—poor bankers may 
be found in both “‘ political” and ‘ 
political” appointees. 

The theory of automatic el 
upon which the Federal Reserve Act 
was founded, assumes that commercial 


T 


bank credit will be used for commerci: 


astl 


purposes only. If used for other pur- 


poses, according to Caroline Whitney, 
elasticity breaks down, and cons 
control must be substituted. But 


scious control has been ineffectiv 


because the Federal Reserve system 


has been guided by the tardy sec: 
efforts of credit expansion, ¢.g., 
production, the price level, inst 
of being guided by the liquidity 
member banks. “If banks are forced t 
remain liquid, automatic control 


tr 


11 Caroline Whitney, Experiments in Credit 
New York: Columbia University Press, 1935 


pp. $3.75. 
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tated.” Therefore Dr. Whitney 


ie 


V¢ 


examill 


Dal 


limitation of bank loans 


ans. While this practice 


il 


ish the size of banks, it 
ve the necessity for the 
suantitative credit control 


yntrol which has never 
lly applied). The Federal 


tem should, through its 


i 


nation apparatus, super- 
ding policies of member 


member banks to main- 


ves in a liquid condition 


‘This [banking policy] 
be considered the only 
of the Federal Re- 
Its antithesis is “credit 


aims to assist the bor- 


’ The Theory and Prac- 
Banking! is the third 
of a monumental study 
Reserve system which 


began in 1915. The first 


eral Reserve System, is a 
ry of the system from 
1923 when the volume 


1; the second part, Federal 


king Practice, 1926 (with 


reviewed the technique 


Xeserve banking and was 


he administration rulings 
which had been devel- 
actual operation of the 
present volume is a 


Professor Willis’ ideas 


banking, particularly those 


been applied during the 
vears of Federal Reserve 


With his scholarly study 


n of banking both here 


Professor Willis was mar- 
pped to appraise the gen- 
mation of banking theory 


The Theory and Practice of 


New York: Harper & Brothers, 
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and practice in America. In his genera- 
tion he has become an institution. 
Every student should be familiar with 
his point of view, particularly with 
regard to his (revised) theory of bank 
credit, the scope of commercial bank- 
ing, liquidity and shiftability, branch 
banking, deposit guaranty, asset cur- 
rency, central banking and price con- 
trol, the relations of the government to 
banking, and international currency 
management. He resists the tide, but 
defends his position in his most vig- 
orous and pungent form throughout 
the pages of this volume. 

While Federal Reserve experience is 
being examined and appraised with re- 
spect to the feasibility of attaining 
business recovery and stabilization of 
prosperity, abstract theorists are still 
as busy as ever in their efforts to 
develop a logical a priori system of 
planning. 

Those who have a penchant for eco- 
nomic dialectics, and especially those 
who are interested in the Keynes, 
Robertson, Hayek controversies, will 
find some nourishment in E. F. M. 
Durbin’s solution of the problem.'’ 
Mr. Durbin believes that he has been 
able to develop, on the basis of the 
results of contemporary monetary anal- 
ysis, a pattern of objectives, principles, 
and methods for guiding credit policy. 
Implementing a centralized banking 
authority with the correct general 
principles of credit policy, which he 
makes it his business to describe (none 
too lucidly) will, he believes, enable 
us to “‘remedy precisely those defi- 
ciencies from which our existing mone- 
tary system suffers,” and “disastrous 
fluctuation in industrial activity could 
thus. be cured forever, and the more 
13, F. M. Durbin, The Problem of Credit Policy. 
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elastic and free-moving ee of stable 
prices be safely pursued. A new finan- 
cial machine Ae a redistribution of 
power within it might release for an- 
other century the productive powers 
of mankind.” 


Monetary Reform—General Books 


Utopian schemes have perpetual life. 
The germ of the retirement life pay- 
ment project ($30 every Thursday) 
in California probably sprang from 
the brain of able, logically minded, 
amateur Silvio Gesell, a clear and 
vigorous writer, who, some twenty 
years ago, produced The N. E. O., of 
which the present volume is the second 
part,'* recently translated from the 
sixth German edition. His theories 
were developed in a series of writings 
long before that and have been familiar 
to the Germans before he was “dis- 
covered” by Irving Fisher and J. M. 
Keynes. Like Moses, Spartacus, and 
Henry George (to whom the volume is 
dedicated), Gesell seeks to find an 
economic basis “‘for peace and goodwill 
among men and nations.” This he 
finds in a “‘ Natural Economic Order,” a 
plan to secure “an uninterrupted ex- 
change of the products of labor free 
from bureaucratic enterprise, usury, 
and exploitation.” His two chief pro- 
posals of reform are “‘ Free Land”’ and 
“Free Money.” We are dealing here 
with the money part. 

In order to abolish unearned incomes 
and interest, the New Economic Order 
is to have “free-money,” a form of 
money subjected to an impersonal 
compulsion to be offered in exchange 
for goods, money ‘‘which goes out of 
date like a newspaper,’ unhoardable 
money, and “enough of it to buy all 
‘Silvio Gesell, The National Economic Order: Money 
Part. San Antonio, Texas: Free-Economy Publishing 





we can produce and to produce ql] we 
want to buy.” His analysis is developed 
with considerable logical force and with 
rich embellishments of entertaining 
historical and analytical examples. 
The physical character of dated 
money or “stamp scrip,” and the means 
of putting it into circulation has beep 
made familiar to us by Irving Fisher 
and by the experience of several com. 
munities (first in Woergl and Schwap. 
kirchen, Austria, and in the United 
States). Even Evanston and Chicago 
were not free from the infection of this 
fascinating illusion. In 1933 the writerof 
this review was consulted conce ‘rning the 
feasibility of the EIRMA (Evanstor 
Independent Retail Merchants As- 
sociation) stamp-money experiment, 
and the ““Caslow Money” (Chicag 
scheme, and condemned them both 
The former was principally a device for 
increasing sales and was fully backed 
but the "leeer was unprotected 
ultimate holders possessed over half 
million dollars of worthless paper. 
The second part of Gesell’s Money 
deals with the “Free-Money Theor 
of Interest.”” He would eliminate all 
interest-bearing debts both national 
and individual. Space is too limited t 
treat this aspect of the book, but a 
good analysis Ay this fallacy may 


found in H. T. N. Gaitskell’s chapter 


on “Four Fisted Heretics” 
G. D. H. Cole, What Everybody Want 
to Know about Money. 

It is often difficult, even ior 
formally trained specialist, to 
tangle and appraise the diagnosis 
our economic ills and the schem 
reform which are proposed by laymen, 
extremists, and economic and 
tary cranks. Our subject is 
sufficiently scientific or exact 
identify and state the orthod 
to enable us to differentiate th 

















Generalizations or accepted prin- 
: prove inadequate under 
ire of changed conditions, and 
_unconventional theories and 

may become respectable doc- 

n they become processed and 
nd articulated into the tradi- 
dy of thought. Under these 
tances it is highly desirable to 
with sympathy and care the 
resented by serious and intelli- 
retics,’’ to discover and point 
ruth, the half-truths, and the 

f their assumptions, arguments, 
ns. This task requires 
understanding because 


ions are often extraordi- 


Ali 


fused, and the good is often 
by the meaningless and 


Whatever one may think of E. F. 


wn theory of the monetary 
oms and depressions (re- 
maintaining the activity 
must be accomplished 
ugh increasing the volume 
expenditure by means of low 
rates and public works pro- 
he has performed a great 
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unmarketable surplus and social credit, 
Technocracy, R. McNair Wilson, and 
Professor Frederick Soddy. He con- 
cludes with a summary and a statement 
of his own position. 

Quite a different type of book is The 
Curse of Credit.** Baron de Lyndon is 
not animated by the idealist’s desire 
for a social Utopia, but he is disturbed 
by the fact that our monetary system is 
based upon the use of debts for money 
instead of assets, which practice enables 
money to be created and destroyed at 
will, and which he claims leads in- 
evitably to monetary mismanagement 
and economic disaster. He does not 
show how this happens, does not 
explain how the “‘curse”’ works. To be 
told that “‘credit is money” is a lie is 
sufficient. 

This is an odd book. It is ingenious, 
original, sophisticated, and it is awk- 
ward, involved, nominalistic, and unap- 
proachable. But fortunately the simple 
preface by Christopher Hollis tells the 
story without verbose and diffuse 
entanglements. In substance it runs as 
follows: A monetary system must tell 
the truth. A pound is a pound. When 
you lend a pound which you do not 
possess, you jump from the “legiti- 
mate”’ use of “money as credit”’ to the 
illegitimate creation of “‘credit money.” 
Two people cannot both be owners of 
one thing at the same time. To say that 
all depositors in banks have a right to 
cash is a delusion. They have only the 
right so long as they do not exercise it. 
Is there any advantage in the posses- 
sion of a right to an impossibility? 
This double monetary system breaks 
down. Why not put it on a basis so that 
it cannot break down? It would seem 
that the author should logically propose 
a gold coin monetary system, a bi- 
16 R, A. de Lyndon, The Curse of Credit. New York 
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Nyiri« 











Le 
























































232 Harvard Business ‘Review 


metallic, commodity currency (in the 
literal sense), or at least he should favor 
100% reserve money, with commodity 
money as security reserves, but he does 
not anywhere in the book refer to this 
school of thought. 

Laymen’s efforts to contribute to 
monetary theory sometimes bring in- 
to the discussion novel features which 
are suggestive even though they may 
be faulty. Engineers, physicists, phy- 
sicians, biologists, businessmen, and 
army officers have all participated in 
the great controversy. In this instance 
Mr. Jerome,'’ apparently a lawyer, be- 
traying a suspicion, or at least a lack 
of confidence, in economists, tells us 
what money is and how to control its 
management. He has written a pseudo- 
scientific book, legalistic in flavor, in 
which he develops what he calls the 
sound or correct principles of money, as 
they have evolved in England and in 
the United States. 

Mr. Jerome’s “correct principles”’ 
may be summarized as follows: (1) the 
creation of money is a function of the 
government; (2) only standard com- 
modity medium of exchange should be 
used, except that government credit 
issues should be permitted; and (3) 
the price of the standard commodity 
medium should be allowed to find its 
proper level in the market; gold dealing 
being delegated to a non-note-issuing 
central bank. The check which he 
proposes upon monetary management 
and inflation is the limitation upon 
government note issue, viz., the de- 
mands for money as a means of paying 
taxes. This demand is measured by the 
annual expenses of the government. 

One may well take exception to the 
anchor to which he ties his monetary 
17 Edward Jerome, Governments and Money. Boston: 


Little Brown and Company, 1935. 372 pp. $2.50. 
18 Joseph E. Goodbar, Managing the People’s Money. 


supply. He objects to governmen 
bond-secured bank notes, but he ; 
willing to substitute government er. 
penses and the tax power as a check 
The whole plan is fuzzy, but it seems 
clear that he is merely substituting 
for asset currency, which he criticizes 
a debt-creating power which might 
well lead to an even more dangerous 
type of inflation. 

A much sounder if less provoking 
product comes from the pen of another 
lawyer, Mr. J. E. Goodbar." It is g 
detailed, exhaustive, and highly elabo- 
rate “analysis of banking policies and 
banking control, and their relation to 
(internal) economic stability.” The 
analysis proceeds along the lines 
Keynes’s fundamental equations 
which an excellent simplified exposition 
is given in the Appendix), coupled 
with the time-lag analysis of Foster 
and Catchings and Professor Hudson 
B. Hastings. 

Mr. Goodbar believes that monetary 
and banking policies have an intimate 
causal relationship with the move- 
ments of the business cycle, and that 
management, applied in accord with 
fundamental principles, may keep bank 
credit stable. Bank managers should be 
as concerned about business stability 
as with the immediate solvency 
liquidity, and should direct their loar 
with a view to their effect on business 
Internal stability should be attained 
and preserved even at the expense 
instability in foreign exchange. The 
central problem is to equilibrate cur- 
rent savings and current investments 

Mr. Goodbar is more modest in | 
claims for monetary reform than n 
stable money enthusiasts. Sound mone- 
tary and banking methods, he main- 





New Haven: Yale University Press, 1935. 59 
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gest that the general reader and 
neophyte student will find in these 
texts a stimulus to proceed further, 
say, with Joan Robinson’s book on 
employment, the twenty-page sum- 
mary of Keynes’s General Theory in the 
International Labour Review by A. P. 
Lerner, J. H. Williams’ review in the 
Quarterly Journal of Economics, and 
thence to Keynes’s own works. More 
difficult current controversial problems 
with their abstract, hypothetical, aca- 
demic jargon would then take on a new 
meaning. 

The timely translation of Wicksell’s 
Lectures on Political Economy makes 
available a systematic restatement of 
this great economist’s various works, 
which have heretofore received pub- 
licity in the English-speaking world 
mainly through the writings of Keynes 
and Hayek. The second part of the 
Lectures, on Money,” has been a stand- 
ard text in Sweden since its publication 
in 1906, and though thirty years old it 
still ranks as one of the few indispen- 
sable introductions to the science of 
economics. In this field Wicksell’s 
best-known contribution is, perhaps, 
his treatment of the effect on the price 
level of the divergence between the 
natural and the money rates of interest, 
which the of the modern 
Savings-Interest approach to the prob- 
by monetary 


is root 
lem of cycle control 
measures. 

Professor Kemmerer has written 
illuminating book”! on “the principles 
of money and their exemplification in 
outstanding chapters of monetary his- 
This is the first volume of a 


an 


XK ry.” 


pp. $1.75. 
2 Knut Wicksell, Lectures on Political Economy, Vol. 
II, Money. New York: The Macmillan Company, 
1935. 244 pp. $2.25. 

21 Edwin W. Kemmerer, Money. New York: 
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couplet, the second (in process of 
preparation) dealing chiefly with inti- 
mately related banking and present- 
day problems. The classical examples 
of monetary history illustrating the 
monetary and foreign exchange prin- 
ciples developed in the first part of the 
book are: the French Assignats, the 
Restriction Period of 1797-1821 in 
England, Greenbacks, Germany’s Ex- 
perience with Inflation, 1914-1923, 
French and American Bimetallism, 
and the Silver Controversy in the 
United States, 1873-1900. 

Theories of money and credit must 
always form the basis for an interpreta- 
tion of current monetary issues, and 
with this thought in mind R. V. 
Leffler®? has written a useful text for 
the college student and general reader 
rather than for the advanced or pro- 
fessional scholar, putting strong empha- 
sis upon the value of money and the 
numerous factors affecting purchasing 
power. 

He who undertakes to write a text- 
book on banking faces two challenges. 
Beginners and laymen seeking entrance 
into the mysteries of banking demand 
a simplified presentation of a difficult 
subject: and advanced students and 
experts demand elaborate examination 
of controverted points in practice and 
theory, as well as discussion of new 
problems and techniques. 

Vodern Banking, by R. G. Thomas,”8 
is a well-organized and clearly written 
elementary book, dealing principally 
with the description and explanation 
of present-day commercial banking 
operations within the existing legal 
framework. The author does not find it 
necessary to develop a philosophy of 





Ray V. Leffler, Money and Credit. New York: 
Harper & Brothers, 1935. 326 pp. $3.50. 
R n G. 7 as, Modern Banking. New York: 


Prent Hall, Inc., 1937. 485 pp. $3.8 





banking, and he has reduced historical 
background and the consideration o 
related institutions to a minimum, 
In keeping with the introductory char. 
acter of the text, controversial subjects 
and complex problems are avoided 
but when judgments are made they are 
on the whole sound and mature. — 
There is still a lack of good texts fo; 
systematic advanced courses on bank 















management or bank practice and 
policy, courses dealing with the organ- 
ization, operation, and management of 
the individual bank in its relationshi, 
to its customers and to other financia 
institutions in the money market. For 










some years now the most useful texts 
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have been those of Phillips, Rodkey, 
Trant, Ebersole’s Case Book. and 
Harr and Harris. The last text is now i: 
its second edition.*4 General publica 
tions in this field are reviewed in the fol- 
lowing article, by W. Edgar Crosby, Jr, 









Comprehensive Textbooks on Money and 
Banking 

The reviewer hesitates to add t 
already long list of books treated in this 
article, particularly so because in many 
respects the books in this group are t! 
most significant of the whole list and 
might well justify a review articl 
their own right. Money and banking 
texts are keeping abreast with 
developments in theory and practic 
and their character has greatly 
proved during the past few years 
These volumes are not just ‘“‘anot! 
text.” They stand out among 
dozen best in the field. Each vo 
has some characteristic merit to « 
mend it. We should welcom« 
books no matter how numerou 
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silver policies, monetary reform, and 
government banking, would alone jus- 
tify the publication of the text. The 
style is very readable, the factual 
material fresh, the point of view liberal. 
Emphasis is given to the growing place 
of government in the financial system 
and upon noncommercial, financial 
institutions. 

Professors Foster and Rodgers have 
edited and contributed to a _ very 
practical and realistic text” covering 
a rather broad scope of subject matter. 
Applied, as well as theoretical and 
historical, aspects of commercial banks 
and noncommercial financial institu- 
tions together with foreign systems are 
treated by several instructors, each 
writing in the field of his specialty. 
This text is suitable for both economic 
and business school courses. 

(b) Three books of this group are 
revisions of standard texts: Holds- 
worth, Kilborne and Woodworth, F. A. 
Bradford. 

Holdsworth’s is the oldest of these 
(first edition, 1914) and now appears 
in a sixth edition® which is an appre- 
ciable enlargement of the fifth edi- 
tion appearing in 1928, but contains 
scantier consideration of contemporary 
monetary and banking developments in 
the United States than might be ex- 
pected. The inclusion of established 
theories and policies serves to give 
balance to the discussion of new ideas 
and practices. The separate treatment 
of money and banking continues the 
same, as does the simple, lucid style 
and the technical make-up of the book. 

In order to bring Kilborne’s book up 
to date, Woodworth has 
found it necessary to interweave new 
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material into the text and practically 
rewrite some twenty chapters.” De- 
spite this, the book is actually seventy- 
eight pages shorter. The subjects of 
money and banking are, as previously 
developed, side by side, but further 
improvements in articulation of sub- 
ject matter have been accomplished. 
Central banking is not treated as a 
separate phenomenon, and the oper- 
ating and functioning financial organ- 
ism is integrated to the price structure 
and the economic order as a whole. 

Bradford’s text improves with each 
revision.* It still has to undergo over- 
hauling in order to incorporate current 
changes and avoid the impression, 
which will grow in the course of time, 
that they were “tacked on” as con- 
temporary observations. Otherwise the 
book is extremely well organized, com- 
plete, and authoritative. 

(c) Two books—by R. B. Wester- 
field*! and by H. G. Moulton**—have 
undergone so complete a metamor- 
phosis that they should be considered 
more an outgrowth of their predeces- 
sors than a revision. This is particularly 
true of Professor Westerfield’s work. 

Professor Westerfield’s tome is an 
opus magnum. The Germans might call 
it a Handbuch, but students call it 

, monumental, stupendous. It 
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is indeed a comprehensive compendium 
of facts, principles, processes, institu- 
tions, historical and contemporary, 
covering a broad scope of the field of 
money and banking. Almost every- 
thing except foreign banking is to be 
found here. It is to be expected that 
the problem of organizing a treatment 
with such wide coverage would present 
2? Russell D. Kilborne and George W. Woodworth, 
Principles of Money and Banking. New fourth edition. 
New York: McGraw-Hill Book Company, Inc., 1937. 
534 pp. $3.50. 

* Frederick A. Bradford, Money and Banking. Fourth 
edition. New York: Longmans, Green & Company, 


1937- 864 pp. $3.75. 





difficulties. Fortunately a good index 
and the table of contents enable the 
student to find topics readily. A schola: 
delights to see problems approached 
from different angles, but a beginne; 
might become a bit impatient with 
too much anticipation, repetition, and 
doubling back. If but one book js ; 
constitute a course, this text should 
serve quite adequately regardless 
emphasis, theoretical or practical, o 
whether given in liberal arts or business 
schools. 

Dr. Moulton’s new book is adver- 
tised by the publishers as a successor 
volume to his Financial Organization 
of Society (1921) which was last revised 
in 1930. It retains the central them 
and approach of the earlier book, i., 
the evolution and functioning of the 
various financial institutions as inter 
related parts of our economic organiza- 
tion, but financial, economic, and 
governmental changes have been 
numerous and significant during 
past few years that the author 
found it necessary to expand and e 
large the scope of his field to orient 
and articulate the financial system t 
the economic system, and even 
political system, so far as the gover! 
ment plays a part. Other texts 
followed Moulton’s lead in expanding 
textbooks on money and banking | 
yond the narrower field of short-ter 
finance, but this improved, up-to- 
model deserves to rank at th 
comprehensive texts of this typ 
probably forms the basis for the | 
single, specialized course on finan 
if only one is given beyond the « 
mentary course in economics. 

31 Ray B. Westerfield, Money, Credit and Bankins 
New York: The Ronald Press Compa 
1183 pp. $4.50. 

32 Harold G. Moulton, Financial Organization 
the Economic System. New York: McGraw-Hill ! 
Company, Inc., 1938. 533 pp. $3.50. 
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RECENT BOOKS ON BANK MANAGEMENT 


BY W. EDGAR CROSBY, JR. 





the ordeal through which banks have 
lived during the recent depression years 
in an attempt to insure the future by 
correcting the sins of the past. One 
finds a lack of thoughtful writing or in- 
telligent study of new methods of bank 
operation that permit an adjustment 
to rapid changes in conditions under 
which banks operate. Recent literature 
in the field may be divided for conven- 
ience into two main groups: 

(1) The writings of public officials, 
public commissions, and others, on 
banking conditions as found during the 
recent depression years. This literature 
brings out in sharp relief many of 
the weaknesses of our banking sys- 
tem. Proposed remedies are often 
none too convincing. While imperfec- 
tions in the structure of our banks 
and the premium put on proper bank 
management permeate these writings, 
viewpoints are necessarily faulty, and 
the dramatic presentation of certain 
facts unduly emphasize their impor- 
tance. The futility of banking crises 
and assurances that they always will 
be with us, vivid illustrations of the 
powerful influences of politics within 
our present banking system, the lack 
of loans and suitable outlets for bank 
funds, are not altogether quieting in 
considering an evaluation of the fu- 
ture for banks. 

(2) The writings of bank specialists 
in their chosen fields, dealing with 
specific phases of bank activities. These 
technical treatises are far too few in 
number, and reflect the general need 
for more intensive research in the 
laboratories of banking thought. Bank 
service is intangible, difficult both to 















sell and to measure; the technician is 
needed more than ever in this field. 
Bank Management during Depression 
For a first-hand summary in non- 
technical language of the methods used 
by the Federal government in dealing 
with the reconstruction and rehabilita- 
tion of our banking system during 
1933-1937, there is much to commend 
in Mr. J. F. T. O’Connor’s The Bank- 
ing Crisis and Recovery under the 
Roosevelt Administration.! Mr. O’Con- 
nor enjoyed an enviable position, after 
he became Comptroller of the Cur- 
rency on May II, 1933, to appraise the 
weaknesses of our banks, and actively 
supervised much of the remedial legis- 
lation that resulted from the banking 
holidays. The shortness of this work is 
to be regretted, as it whets the reader’s 
appetite for more complete informa- 
tion on the background of govern- 
mental policy during the years 1933 
1937. The magnitude of the work per- 
formed in supervising the opening of 
closed banks emphasizes the oppor- 
tunity that may have been lost to 
the government of thoroughly clean- 
ing the country’s “banking house,” 
and raises the question of whether 
there will be another such opportunity 
prior to some future banking cataclysm. 
The author gives an illuminating 
history of the activities of the Office 
of the Comptroller of the Currency, 
but evidently misses what might have 
been a happy comment on the inter- 
relationships of this Office with the 
other bank examining divisions of the 
Federal and state governments, and 
might have shed some light upon evi- 
dent inadequacies of the present dis- 
jointed regulatory supervision of our 
1]. F. T. O'Connor, The Banking Crisis and Recovery 
under the Roosevelt Administration. Chicago: Callaghan 


& Co., 1938. 167 pp. $2.50. 
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banks. No insight is given into the work: 
of the Office as carried on in conjunc. 
tion with state banking department; 
and the possibilities of strengthening the 
activities of state supervision of banks 

The writer defends the Federal De. 
posit Insurance Corporation provision 
as “the most important recent legis|a- 
tion designed to protect both the banks 
and the public.” He infers that the im. 
portance and worth of the FDIC has 
been adequately tested, and presents 
interesting statistics on the accomplish- 
ments of the FDIC since January I. 
1934. The test of the deposit guarantee 
idea, that has been strikingly unsuc- 
cessful in past years when used by state 
banking systems, will come during t 
next period of banking panic. In 
meanwhile, the FDIC is a powerful 
fluence in strengthening the pul 
regard for our banks. 

The third chapter deals with t! 
means adopted to solve the ban! 
problems of the country through cor- 
rective legislation during and _ after 
the banking holidays of 1933. Th 
causes of the banking emergency, Mr 
O’Connor states, had their root 
such profound and uncertain econ 
and sociological conditions that t! 
were not at that time susceptibl 
treatment by remedial legislation 
his conclusion, Mr. O’Connor 
that the benefits to be derived 
the last depression can be f 
the “far-reaching remedial legislatior 
so well-known to all, by virtue 
which our banking institutions 
operating on a sounder basis than e\ 
before.” This conclusion would | 
been immeasurably strengthened 
comment relative to those uncertal! 


1° 
ist 


economic and _ sociol gical condaitl 

referred to by the Comptroller. 
The three types of reorganizat 

used by the Comptroller’s office 


























































































» national banks, the timely 
- to banks given by the RFC, 
with the causes of the failure 
117 failed national banks, are 
at some length. A descrip- 
yardstick used by the 

in determining adequate 

» needs of a community would 
interest; no comment is 
rding the wisdom of reopen- 
tate banks which have con- 
to the present over-banked 


ties in certain sections. 
the recovery of national 
the banking holiday of 
ncing statistics of compara- 
fits before and after this 
riven, but these appear in- 
measuring theconstructive 
nts made by legislation in 
structure since 1933. 
has the feeling that there 
need for a larger work that 
ement Mr. O’Connor’s 
ncluding the progress, or 
the field of state banking 
33. To the extent that this 
timulate a still greater 
rt, it is a real contribution 
nt-day banking knowledge. 
Garfield Gruchy’s Supervision 
Virginia State Banks? is 
Is ork in the state banking 
Mr. Gruchy emphasizes effec- 
k of cooperation evident 
between the Office of 
er of the Currency and 
State Banking Depart- 
reventing competition be- 
te and national banks. 
or contends that, based on 
state bank regulation in 
ist continue to be inferior 
bank regulation, and that 


1 


Supervision and Control of Virginia 
York: D. Appleton-Century Co., 
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the desired end to the state’s banking 
difficulties is not cooperation between 
the two regulatory jurisdictions of the 
state and Federal governments, but 
a complete elimination of the state 
bank regulation. Statistics indicate that 
bank failure records based upon size 
of bank and other measurements are 
preponderantly in favor of the national 
bank over the state bank. 

Mr. Gruchy effectively supplements 
Mr. O’Connor’s remarks on the Fed- 
eral Deposit Insurance Corporation by 
showing that much of the good in the 
FDIC lies in its regulatory powers 
rather than in its guaranty of deposits. 
If state banks must measure up to the 
requirements of the FDIC, a state bank 
department is restricted in granting ex- 
cessive numbers of bank charters, 
and should gradually be forced to 
strengthen its own regulatory work. 

Mr. Gruchy arrives at the conclusion 
that the Virginia State Bank Depart- 
ment is not in a position to cope suc- 
cessfully with the major issues of our 
present-day banking difficulties. He 
shows that our unit banking system is 
“not amenable to proper regulation 
under any circumstances,” and that 
the “survey of the structural and func- 
tional aspects of the bank regulation 
in Virginia goes far to support such a 
contention.” 

This book is a definite contribution 
in measuring the place of the unit bank 
in our economy. The author believes 
the unit bank cannot survive a new 
form of banking that will meet the 
economic needs of our country by in- 
suring high-grade bank management, 
the greatest banking need today. 

The author rightly emphasizes that 
the present political background of 
many sections of the American people 
discourages the advantages of central- 
ization in any field of economic activ- 
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ity. Unit banking, therefore, will not 
be easily discouraged. His suggestion 
that State Banking Commissioners be 
given a State Banking Board to take 
charge of all bank receiverships, and 
thereby foster greater common sense 
by those entrusted with the enforce- 
ment of banking laws, serves to 
strengthen the basis of all effective 
bank regulation, namely, its reason- 
ableness. The banker experiences in- 
terference from the politician because 
the politician is a student of prevailing 
preponderant public opinion that meas- 
ures the reasonableness of bank regu- 
lation. The fundamental changes in our 
banking code will come as expressions 
of public opinion which crystalizes in 
times of stress or panic, when intelli- 
gent leadership in bank reform quickly 
asserts itself. During the interim, bank 
regulation appears content to adminis- 
ter existing laws, in the manner that 
Mr. Gruchy so adequately portrays. 

Helpful suggestions are made to- 
ward improving the Virginia State 
3anking Department, but the author 
does not believe that they will remove 
the fundamental weakness of unit 
banking: unsound management. He be- 
lieves there are too few good bank man- 
agers to meet the demands of the unit 
banking system. 

Mr. Gruchy could have added ef- 
fectively to his effort by illustrating 
the incompetence of the Virginia unit 
bank in rendering some of its extrane- 
ous services, especially those of savings 
and trust departments. He points to 
the Virginia State Bank Act’s inade- 
quacies in providing suitable protection 
to savings depositors, but makes no 
recommendation in a direction of possi- 
ble segregation of these departments 
from the commercial banking field. 

A further study of state banks in the 
country classification is Robert G. 
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Rodkey’s State Bank Failures in Mich. 
gan.* Its highly illuminating statistics 
together with an attempt to discover 
the unsound banking policies of Michj. 
gan state banks which, prevalent during 
good times, were largely instrument,| 
in bringing on disaster in depression, 
are worthwhile contributions. Since the 
fundamental cause of Michigan bank 
failures during recent years was 
competence, the author suggests three 
remedies; namely, (a) a licensing sys. 
tem for bank officers, in conjunction 
with a limitation on unwise manage. 
ment by improved statutory standards, 
(b) intelligent publicity of actual con- 
ditions of a given bank, especially 
through published operating figures 
and classification, of earning assets, (¢ 
a higher standard for bank examiners, 
by encouragement of the profession. 

Michigan state banks, in Mr. Rod- 
key’s opinion, did not fail in larger 
proportion than did other state banks, 
and good managements conducted safe 
and sound banking institutions in 
Michigan under more trying depression 
conditions than for the country as a 
whole. The author limits his study t 
163 state bank failures in Michigan, 
and blames a large part of the incom- 
petent management of these failures 
on our independent unit banking sys- 
tem, stating that in time the gradua 
spread of branch banking on a larg 
scale may be expected. 

The licensing of bankers as sug- 
gested by Mr. Rodkey has been con- 
sidered by other students of banking 
3anking judgment cannot be defined 
Circumstances and conditions of ope! 
ating a bank vary so widely that ' 
personal element in the services ret- 
dered by banks cannot be measuree. 
3 Robert G. Rodkey, State Bank Failures in Michigat 


Ann Arbor: University of Michigan, 1935 
$1.00. 
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ties. The merit of the author’s sugges- 
tions for improving the lot of the bank 
examiners should not be overlooked. 
However, one logical conclusion possi- 
ble on the basis of the experiences of 
Michigan state banks would be a 
reduction in the number of bank 
examinations. 

Supplementing in part state bank- 
ing conditions in Virginia and Michigan 
is the University of L[llinois Bulletin, 
Banking Turnover and Facilities in [lh- 
nois by Arthur H. Winakor.‘ Although 
admittedly not a complete and exhaus- 
tive study, it affords a striking picture 
over a number of years of the Illinois 
state banking trend. While no sugges- 
tions are made for improving the situa- 
tion, convincing statistics allow definite 
conclusions upon state banking prob- 
lems. The Bulletin is a measurement of 
past performance in the statistician’s 
manner. 

Many of the difficulties encountered 
in the past by state banks in other 
states appear among the Illinois banks, 
particularly the unwise granting of 
corporate powers to new banks. The 
author, in dividing his study into three 
sections, arrives at the following con- 
clusions: (a) while economic conditions 
of recent years were important factors 
leading to banking difficulties, they 
merely aggravated rather than caused 
the downfall of these banks; (b) the 
low capital requirement for banks gave 
instability to the entire banking struc- 
ture in the state; (c) no matter how 
adequate governmental control and 
supervision may be, it can never hope 
to take the place of proper bank 
management so that the smaller bank, 
unable to command the proper type of 
management and lacking the satis- 
factory economic environment for ade- 


4 Arthur H. Winakor, Banking Turnover and Facilities 
in Illinois. Urbana: University of Illinois, 1937. 60 pp. 
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quate support, faces an unpromising 
future; (d) national banks constitute 
a relatively larger portion of the total 
number of banks as the size of the city 
| towns are thus less 





increases. Sma 
able to support national banks than 
larger towns, and consequently the 
survival record of national banks is 
better than that of state banks. 

It is to be regretted that the author 
did not enlarge upon the influences 
which the Federal Reserve authorities 
had on Illinois state banks. The 
constant pressure for lower interest 
rates, only partly counteracted through 
the elimination of interest payments 
on deposits, not only affected loans to 
farmers and rural home owners, but 
reduced yields on investment securi- 
ties. Accordingly, many Illinois banks 
found it increasingly difficult to show 
a reasonable return on their invested 
capital. If the present trend of low 
interest rates continues, it conceivably 
may be a disguised blessing by forcing 
liquidation of unprofitable units in 
state banking systems. 

With regard to the functioning of 
the Federal Reserve authorities, the 
author alludes, as does Mr. Lawrence 
Sullivan in his Prelude to Panic, to 
the failure of the Federal Reserve bank- 
ing officials to improve adequately 
our banking structure. While Mr. 
Sullivan points to the Federal Reserve 
authorities’ inability to keep govern- 
mental policies and politics out of our 
banking situation, Mr. Winakor points 
to their weakness in attracting the 
Illinois state banks into the Federal 
Reserve system and thereby their 
inability to provide a_ satisfactory 
coordinating function in the Illinois 
state banking structure. Mr. Winakor’s 
*For full report requiring state banks to become 
national banks, see Walter Wyatt’s “‘Constitution- 


ality of Legislation Providing a Unified Commercial 
Banking System for the United States,” Federal 


discussion on this point strengthens 
the testimony of Mr. Owen D. Young 
before the sub-committee of the Senate 
Committee on Banking and Currency 
on February 4, 1931, when Mr, Young 
urged that all state banks, holding 
themselves out to do a national bysi. 
ness and carrying demand deposits, be 
compelled to join the Federal Reserve 
system.° 

While not a most recent publica- 
tion, C. D. Bremer’s American Ran} 
Failures* has a place in any study of 
recent banking trends. This author 
believes our country enjoys today n 
permanently sound and safe banking 
system, as the multiplicity of legisla- 
tive and supervisory powers arising 
from banking legislation allows to 
many to remain beyond the jurisdi 
tion of our banking laws. 

Bank failures before and after 10921 
are given separate treatment in an 
illuminating and well presented study, 
showing that after 1921 the largest 
proportion of failures came among the 
smaller banks and were more frequent 
among state than national banks 
Skillful analysis of adequate statistics 
affords comparisons between state and 
national bank failures by size of com 
munities, amounts of available capital 
stock, liquidity of banks, and losses 
inflicted on depositors. Proper empha- 
sis is given to the division of authority 
between state and national govern- 
ments in the chartering of new banks. 
Mr. Bremer contends that a less indi- 
vidualistic and more coordinated bank- 
ing system would have been m 
successful in weathering the banking 
difficulties of recent depression years. 
The relationship of bank failures 
the security markets is well done, a! 
Reserve Bulletin, March, 1933. 


6C. D. Bremer, American Bank Failures. New Yor 
Columbia University Press, 1935. 144 pp- $2.25 
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idequate attention is given 
tment policy of small banks. 
r’s statistics throughout 
both in their presentation 
fact that detail figures of 
rmance are today entirely 
in many fields of banking, 
state banking activity. 
state banking depart- 
dominated by local poli- 
y little or no local banking 
nd struggle under a lack of 
financial backing by the 


- furtherance of state bank- 
1 supervision which strength- 
ion taken by A. G. Gruchy 
f Virginia state banks. 
ate story of the banking 
1933 is presented in Lawrence 
0 Panic.’ This re- 
impression is that the writer 
se to the picture to have 
' the historian’s viewpoint 
a balance and perspec- 
t eliminates personal prejudices 
afhliations. The 
readable style of this White 
ter portrays events during 
onths’ period prior to the 
r holiday in 1933. The 
eme pivots around the ques- 
ether the banking holiday 


f our people and their 
a radicalism that ex- 
ple for its own ends need 
in measuring the impor- 
itional events, especially 
financial difficulty. 


be observed 
political changes of leader- 
le of our country are 
hcult to arouse. We know 


to Panic. Washington: 


too little of the politician’s place in 
creating our public opinion. Mr. Sulli- 
van emphasizes the lack of cooperation 
between Mr. Hoover and Mr. Roose- 
velt prior to March 4, 1933; but it is 
well to remember that the masses at 
that time were behind Mr. Roosevelt 
and any action that sanctioned Mr. 
Hoover’s ideas could be interpreted as 
undoing the “constructive efforts”’ Mr. 
Roosevelt was to make. 

Speaker Garner’s opposition to Presi- 
dent Hoover prior to March 4, 1933, is 
given prominence, especially his part 
in the publication of all RFC bank 
loans as written into the Emergency 
Relief Bill of July 16, 1932. The timing 
of this unfortunate publicity, followed 
by the leakage in January, 1933, of the 
proposed Roosevelt dollar revaluation 
program with its ensuing gold hoarding 
and exporting, leads Mr. Sullivan to 
the conclusion that the banking crisis 
of 1933 was not an economic or finan- 
cial necessity. Mr. Sullivan criticizes 
Mr. Roosevelt for failure to quiet public 
alarm by reassuring statements on 
money prior to his inauguration and 
thereby allay the acute panic psy- 
chology of the uninformed public. In 
all probability any such statements at 
this time would have been fruitless. 
Banking difficulties by November, 1932, 
had gone too far for any remedy out- 
side of a closing of all banks. Had 
President Hoover declared a banking 
holiday and been able to legislate an 
emergency Federal Deposit Insurance 
law for bank deposits, public alarm 
might have been allayed. 

Mr. Sullivan’s book is of interest in 
affording a picture of the purely 
political factors which were operating 
in conjunction with economic develop- 
ments during one of the most trying 
periods in our banking history. It is, 
however, for the historian to measure 
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the importance of these events in the 
pattern of our economic fabric. 


Technical Treatises 


So much for remarks on recent liter- 


ature of banking conditions associated 


with the recent depression years. Con- 
sideration will now be given to the 
second main grouping of recent books 
which present viewpoints of specialists 
in various phases of bank activity. 
These uncover further weaknesses in 
our banking system, and at the same 
time indicate possible solutions to 
many banking difficulties. 

A readable discussion aiming to in- 
sure a better understanding between 
banks and the public is found in 
William H. Kniffin’s How to Use Your 
Bank.® The informal style is conversa- 
tional in tone but convincing. The 
operations of a bank are described and 
commented upon in nonlegal terms 
and only in so far as they directly con- 
cern the bank customer. 

New banking trends arising out of 
the depression of 1933 are studied, 
such as the “department store”’ tend- 
encies among banks, in the effort to 
broaden fields of selling credit and 
services in a further search for profits; 
a greater devotion to the study of bank 
costs; sound and conservative, instead 
of highly profitable, operations; more 


stress upon sound and competent 
management, irrespective of laws and 
regulations; a more solicitous attitude 


by bankers toward customer relation- 


lhe banker’s changed attitude to- 


ward his 
quately stressed. Between 1933 and 


borrowing customers is ade- 


1937 bank loans in this country, the 
author states, showed a shrinkage of 
$800,000,000, whiie investments of 
’V\ 4 H. Kniffin, Hoz Use Your Bank. New 
Yor McGraw-Hill Book Company, Inc., 1937 


banks in government bonds increased 
$9,625,000,000. The future alone, the 
author believes, holds the key to the 
wisdom of this change, but the trend 
toward direct solicitation by bankers of 
sound loans will continue. If loans are 
properly made and followed, experience 
has shown that they are more profitable 
than investments and are under more 
adequate control by the banker. 

No mention is made of the recent 
trend toward new types of loans by 
commercial banks, such as term loans, 
sometimes described as intermediate 
capital credits. The Comptroller of the 
Currency, in conjunction with the other 
Federal bank regulatory agencies, has 
recently revised bank examination pro- 
cedure to permit the bank examiner t 
give greater emphasis to the prospects 
of repayment of the loan regardless 
due date. If repayment seems reasor 
ably sure, the term loan does not have 
to be classified separately in the exam- 
iner’s bank report, and no reserve must 


t 
\ 


be set up against such loans. The ulti 
mate test of this loan is assurance of 
repayment, rather than liquidity and 
marketability. Earning power, the abil- 
ity to amortize from earnings, inherent 
business ability plus good character 
are today being given greater emphasi 
by commercial banks, which are 
operating with the government to makt 
available longer term loans to industry. 
Another new form of loan, over 
looked by the author, is one secured 
by assigned accounts receivable. This 


j 


ior 


loan substitutes a banking service lor a 
function performed in part by a fac- 
tor. The customer’s limited capital does 
not become a drag on earning power 
where the moral risk and business skill 
are satisfactory. Such loans indicat 

efforts banks are making today to widen 
the scope of their lending activities 
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ethod of improving the accounts 
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\merican purchaser and 
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which competition seldom re- 

purchaser to commit him- 

spect to his payment date. 

ittal may often indicate a 

ned credit position. The credit 

the bank’s customer deter- 

the most part the trade 

e’s value in evaluating the 

risk for bank credit. Proper 

is given to the help that a 

hould afford its customer to 

his accounts receivable posi- 

n, but the customer cannot look to 

use of trade acceptances until 

many of the buying concepts of the 
American buyer are changed. 

While the author neglects to inform 

reader in regard to many of the 

s rendered by the larger banks, 

as foreign department activity 
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and corresponding bank relationships, 
and gives little mention of trust depart- 
ment activities, he makes a real con- 
tribution to the layman who wishes 
to inform himself on bank activities. 

In pointing out that any system of 
bank costs can become so cumbersome 
as to defeat its own purpose, Mr. E. S. 
Woolley in his recent book How to 
Obtain Bank Costs® outlines an easy 
and understandable bank cost system. 
Lack of a knowledge of costs, especially 
among the smaller banks, has been 
astonishing to many bank customers, 
especially those in the manufacturing 
field, in which competition has necessi- 
tated an intense study of costs and 
job analysis. It is refreshing to find a 
banker stating that “‘all costs must be 
recovered through that ‘“‘to 
obtain the actual number of units in 
each class of item nothing can take the 
place of an accurate time study of the 
various operations,” that departmen- 
talized performance must measure up 
to a predetermined budget. 

This work admittedly does not deal 
with operating procedure or systems, 
but confines itself to cost-finding meth- 
ods. Its real merit appears to be its 
encouragement for scientific investiga- 
tion and study through collection and 
codification of data that can be reduced 
to established laws for use by bank 
managers and their employees. The 
classification and tabulation of cost 
information is necessarily complicated 
by the size of the bank. In the small 
bank, flexibility of personal perform- 
ance is essential to insure efficiency, 
safety against irregularities in accounts, 
and excess capacity for peak work 
loads. Allocation of expense activity 
and maintenance by departments must 
be on a more arbitrary basis than in the 


sales,” 


°F. S. Woolley, How to Obtain Bank Costs. Cambridge: 
Bankers Publishing Company, 1936. 138 pp. $5.00. 
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larger bank in which the principles laid 
down by Mr. Woolley are perhaps 
more easily applied. 

Arbitrary units of measurement are 
given for expense distribution of items 
that are always most controversial, 
such as distribution of officers’ quarters 
among departments in the same ratio 
as their salaries, floor space occupied to 
gauge the use and occupancy expenses, 
depreciation and repairs of equipment 
on a percentage basis of the total inven- 
tory of equipment used by depart- 
ments. Maintenance costs, always 
difficult to measure, are defined as only 
those costs which would apply to a 
dormant account. Figures are given 
indicating that maintenance costs vary 
from $1 to $3 per customer’s account 
per year, dependent on the size of the 
bank, although the author is not alto- 
gether clear in his recommendation for 
the distribution of such costs. 

More consideration might have been 
given to the distribution of costs to the 
department of investment and loaning. 
Dollars contributed by depositors and 
stockholders have a selling price which 
is represented by the net return obtain- 
able by the interest earnings after 
absorbing the cost of investments. 
Rarely does a bank consider that an 
expense is to be considered in obtaining 
investment income. Whether this ex- 
pense should be computed in terms of 
a percentage of the demand and time 
deposits or on some other basis is a 
question that is left unanswered. 

An added contribution to this work 
would have been some reference to 
trust department costs. While detailed 
cost study of trust department activ- 
ities, especially in our smaller barks, 


is rare, many bankers believe that 
most of the profits from trust work 
are due to fees as executor and admin- 
istrator; that in most profitable trust 


departments the remainder of the 
appointments, with the possible excep- 
tion of the corporate division, are 
carried at a loss; and that during those 
years when the larger fees are received 
a profit may result which is more than 
used up during the lean years. The 
present tendency of small banks to 
discard or reduce their trust activities 
illustrates the need for a detailed stud, 
of trust department costs. . 
Another recent book on banking 
costs, although more limited in scope. 
is Frederick W. Hetzel’s Analyzing 
Checking Accounts Scientifically.” This 
book contributes a concise short-cut 
method whereby banks may maintain 
earning stability by a direct assess- 
ment on the individual checking ac- 
count. It is recommended, as part of 
regular bank routine, that every 
count be analyzed every month, not by 


casual inspection, but by assembling 


certain basic data that are analyzed by 
formulae which the author translat 
into convenient table forms. 
Arbitrary units of measurement f 
expenses, such as a charge of 3!4 cent 
to clear debit items, 21% cents to clea 
credit items, a 25-cent maintenanc 
cost, a 4% yield on invested funds, a 
15% reserve requirement, and a I' 
profit expectancy on available bal 


ances, are designated boundaries within 


which the author’s tables allow a quich 


compilation of profits or losses. Mr. 


Hetzel accepts these arbitrary units 
measurement without enlightening ' 
reader in regard to their justificatio! 
their probable cost of compilation, 
the proper methods by which 
banker can adjust them to his 
particular needs. 

Many times the banker has 
culty in explaining to his customer 
1 Frederick W. Hetzel, Analyzing Checking Accour 
Scientifically. Cambridge: Bankers Publishing ‘ 
pany, 1936. 118 pp. $3.50. 
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tomers’ accounts. 


merit of Mr. Hetzel’s system of 


analysis lies in its simplicity. 


book will focus the banker’s 


| on a cost principle that must 


ed and adopted to the needs of 


lividual bank, it should further- 
timulate the banker to consider 


benefits to be derived from 


work incentives for employees 


ved job analysis. 
ing our attention to a dif- 


ide of banking, we find an inter- 


1 
i 


ntribution to the field of 
lending by banks in Howard 


Haines’ Profits and Problems 


Loans.'! The profitableness 


rability of personal loans is 
gaining recognition among pro- 


bankers. Recently, as an indi- 


+ 


II! 


the growing importance of 
financing by banks on a 


1 Wright Haines, Profits and Problems in 
1S. Car 
p 


nbridge: Bankers Publishing Com- 
p. $3.50. 
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of the Federal Reserve system issued a 
ruling which made possible the redis- 
counting of personal “‘consumer” loans, 
if they are within ninety days or less 
of maturity. In May, 1938, the Re- 
search Council of the American Bank- 
ers Association published a pamphlet 
entitled Survey of Personal Loan Depart- 
ment; Experience and Practice, affording 
statistical and factual material that 
supplements Mr. Haines’ contribution 
to this relatively new field. 

Mortality figures show that during 
the past seven years nearly one-third 
the number of banks attempting to 
operate in the small loan, monthly 
payment field gave up their small loan 
departments. Difficulties came for the 
most part from unemployment in the 
bank’s localities, lack of small loan 
volume, and excessively high costs due 
to inadequate personnel to handle small 
loans properly. Success came to the 
remaining banks which inaugurated 
small loan departments, because they 
were able to recognize that the general 
public in preferring to borrow on a 
personal loan basis direct from a bank 
must be offered a highly specialized 
banking service. These banks learned, 
as Mr. Haines emphasizes, that every 
small personal loan is an individual 
problem wherein good character and 
earning power are determinative. 

The experimental stage is not yet 
over in the development of small loan 
departments. State laws covering this 
type of loan are rapidly changing; 
costs of operation are still high; com- 
petition is becoming keener, especially 
from the private finance companies; 
loss and charge-off experience is limited, 
although this loss is admittedly small 
in comparison with other types of 
loans; lack of diversity among indus- 
tries in a given locality limits potential 
borrowers; expense factors are not 
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easily loaded to the small loan depart- 
ment and fluctuate directly with a loan 
volume that in turn depends on the 
business cycle; rate schedules and over- 
charges for special services and penal- 
ties are troublesome details. However, 
the recent depression period has taught 
bankers the value of the amortized 
loan. They have also found in the small 
amortized loan an answer to the ex- 
pense problem of frequent renewals 
encountered formerly by lending to the 
small businessman. 

As Mr. Haines stresses, it is ques- 
tionable whether the small loan oper- 
ations assist in building up the other 
departments of the bank. They may 
create some goodwill for the bank and 
may be lucrative, as is shown by a 
recent survey among some 43 com- 
mercial banks in Massachusetts having 
small loan departments which indi- 
cated an interest return from a low 
of 7.33% to a high of 14.76% with an 
average of 9.58% on small personal 
loans.'* These figures may be mislead- 
ing unless proper consideration is given 
to probable loan losses. However, it is 
quite certain that these departments 
do not give the answer to declining 
commercial bank profits. 

Mr. Haines has gathered data from 
banks in all parts of the country which 
have conducted small loan depart- 
ments. This diversity of opinion empha- 
sizes the highly specialized training and 
experience needed to insure a profitable 
small loan department. The chapters on 
modernization credits, chattel loans, 
and industrial banking are instructive, 
further illustrating the specialization 
that has come in recent years in our 
banking functions. The study of the 


18 Harvard Business Research Studies No. 20. The 
Cooperative Banks of Massachusetts by Donald H. 
Davenport. Boston: Harvard University Graduate 
School of Business Administration, 1938. 


small loan problem for banks js sti) 
new. With further factual data and 
experience, a more mature study of 
this type of loan, including its adapta- 
bility to the savings bank, will be a rea) 
contribution to the banker. 

Rapid changes affecting agencies 
which satisfy the credit needs of the 
small wage earner have limited the 
number of recent books on the smal] 
loan field. Increasing technological 
unemployment, greater cost of medica] 
care, the break-down of both fear 
of debt and conventional conceptions 
thrift, have encouraged banks to ep- 
large their small personal loan actiy- 
ities, have given rise to Federal smal! 
loan agencies, and have forced persona! 
finance companies to adjust them- 
selves to new social and economi 
changes. The Russell Sage Founda- 
tion’s contribution to the smal 
field, Regulation of the Small Loan 
Business by Louis N. Robinson and 
Rolf Nugent,!*® affords a valuable his- 
torical background and gives a clear 
picture of the many problems « 
fronting this specialized field of loaning 
activity, particularly with respect 
the personal finance companies. How- 
ever, as the material in this book does 
not go beyond December 31, 1934, 
more recent comparable statistics 
this field have been made available by 
the Russell Sage Foundation. 

By the end of 1936, recent figures 
compiled by Rolf Nugent show that 
673 banks in the United States were 
operating so-called personal loan de- 
partments with outstanding loan bal- 
ances of approximately $129,000,00 
and that by August 1, 1937, the num- 
ber had grown to 766 banks. At the 


13T.ouis N. Robinson and Rolf Nugent, Regulats fn 
of the Small Loan Business. New York: Russell Sag 
Foundation, 1935. 284 pp. $3.00. 
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1936 three states, Massachu- 
tts. New York, and California, ac- 
nted for 50% of the total loan 
_and only six banks accounted 
[he Federal government has intro- 
.d a new competition in the small 
loan field. As of March 31, 1938, 2,886 
Federal Credit Unions were formed to 
nt loans in connection with thrift 
crams on loans under $200 at rates 
exceed 1% per month on unpaid 
(he progress of these cooper- 
thrift and loan associations, 
members have the common 
of employment and occupation, 
ther with the growth of the per- 
an departments in banks, are 
ern to officials of personal 

ina mpanies. 
Vessrs. Robinson and Nugent give 
r 1928 for the total outstand- 
licensed lenders in the 
finance company field of 
imately $241,778,000; by 1932 
uunt had increased only to 
imately $258,188,000(anamount 
1 the total loans of any one of 
arger New York banks). Since 


1934, improvement in loan volume has 


witnessed. Some estimates place 
)37 volume, based on known turn- 

> representative companies, at 

rly $460,000,000, with nearly 3,000,- 


000 loans being made within the year. 


While Messrs. Robinson and Nugent 
ntributed an able study of the 


nall loan field, recent changes point 
lificult future for personal finance 
npanies. These developments are: a 


sible future revision of the Uniform 


Smal! Loan Law that will include state 


ervisions with highly discretionary 
, a tendency toward over-regula- 

y state and Federal authorities, a 

| toward a few large lenders in this 
ie absorption of finance com- 


tt 





panies by banks to obtain skilled 
personnel, competition from Federal 
loaning agencies, and stiffer competition 
from Morris Plan Banks. It should be 
remembered that the Morris Plan 
Corporation of America was not formed 
until 1925; the first bank personal loan 
department appeared in 1924 while it 
was not until 1928 that a bank of large 
size opened one of these departments; 
not until 1928 were the capital markets 
opened to small loan enterprises of large 
size; and not until 1934 did the Federal 
Credit Unions Act become law. 

F. B. Hubachek has contributed a 
work of real importance to the legal 
profession in his Annotations on Small 
Loan Laws.'4 As general counsel for a 
leading private loan agency, Mr. Hu- 
bachek has written a book that will 
materially assist the enforcement of the 
Uniform Small Loan Law which since 
its origin in 1910 has been revised five 
times. This volume is based on the sixth 
draft of the law, although the publica- 
tion of a seventh draft is contemplated 
in the near future. While the work is 
essentially a legal reference book and 
not a textbook, certain material should 
be of interest to the layman. 

Massachusetts and New Jersey were, 
in 1911, the first states to enact small 
loan legislation, largely influenced by 
the activities of the Russell Sage 
Foundation, which had established its 
Department of Remedial Loans in 
1910. Since then, 33 states have drawn 
up comprehensive small loan laws 
based in part on the law recommended 
by the Department of Remedial Loans. 
This increase after IQII in statutes 
for small loans was due, first, to the 
fact that loans for small amounts had 
been supplied since 1880 at illegal and 
4 F, B. Hubachek, Annotations on Small Loan Laws. 
New York: Russell Sage Foundation, 1938. 320 pp. 
$3.00. 
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unfair interest rates and, secondly, 
that businessmen demanded the right 
to receive small loans which could not 
be made on a commercially profitable 
basis under existing usury ime, 

The author first deals with decisions 
having to do with the constitutionality 
of the various provisions of the law 
according to states, and then sectional 
annotations are arranged according to 
the title and the 27 sections of the sixth 
draft of the Uniform Small Loan Law. 
The last portion of the book deals with 
discussions of interest and usury in 
general and with some of the common 
devices used to evade statutory interest 
limitations, the aim being to expose 
devices used for evasion of the law. 
The book should admirably fulfill its 
purpose to assist in the enforcement 
of the Uniform Small Loan Law. 

In bank investment policies, recent 
literature appears inadequate to satisfy 
an increasing need. In 1925 bank in- 
vestments constituted 28% of the 
earning assets of all commercial banks, 
Accordingly, 
a proper coordination between loans 


as against 56% in 1936. 


and inves stments as e arning bank assets 
is not easily attained. A helpful guide 
is Investment Policies for Faiaeie 
Banks * 1. Harvie Wilkinson, Jr.'*— 
» adequate bank 


a real contribution t 
investment policies. 
Proper emphasis is placed on the fact 
that few bankers realize the real func- 
tions of the bond account, and how it 
must be correctly related to all activ- 
ities of the bank. The aim is to examine 
the investment portfolio as an asset of 
the bank and to offer means and 
whereby it can be made to 
advantage. Practically 
bankers can and do 


methods 
function to 
speaking, few 


J. Harvie Wilkinson, Jr., Investment Policies for 


Commercial Banks. New York: Harper & Brothers, 


a » 
1938. 179 pp. $2.50. 
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segregate their bank investments ac. 
cording to established reserves. While 
the author defines primary reserves, 
and draws a distinction between sec. 
ondary reserves and the bond account 
according to a four-year maturity 
yardstick, it is to be regretted that 
more emphasis was not placed upon 
the advantages of an investment policy 
that is tied in to a budget of the bank’; 
current position according to sound 
accounting practices. The starting point 
of any well-rounded investment policy 
is a sound bank with an established 
earning power. If the bank can main- 
tain proper stability serving its com- 
munity, earning power determines 
investment policies. 

A banking institution is generally 
in the fortunate position of being able 
to determine for some time in advanc 
what its income requirements shoul 
be. It is usually possible to know the 
relationship of the bank’s total capita! 
and its reserves to the total deposit 
liability in determining a proper cus 
ion, after necessary reserves, for any 
market depreciation of securities. Cash 
requirements for legal reserves, deposit 
fluctuations, and working balances are 


easily computed. All sources of regular 


income from exchange, service charges 
loans, vault rentals, etc., can be 
accurately budgeted. However, the de- 
mand for loans depends on a number 

conditions beyond the bank’s contr 

Many students of banking argue that 
this demand automatically establishes 
what available bank funds are left 
over for investment purposes. As the 
function of the bank is to service the 
needs of the community and not 

manage an investment trust wae the 


can io established for the p nile ion 
net capital funds to be used as 
cushion for investments. 
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‘hapter III the author elaborates 


ory of the “proportional 
allocation,” whereby a 
ical formula determines the 
bond account. The assump- 
one-half of the net capital 
e allocated as a cushion 
account. Allowing for a 
10% decline in bond value 
28-1933 experience of high- 
, the bond account should 

re than 244 times those net 
nds allocated for bonds. (Net 
ount is stated as net after 
for buildings and real es- 
rves for loan account, plus 
charge-offs on invest- 


essary 

\rbitrarily allocating net cap- 

a means to regulate the 

he bond account emphasizes 

ize of the bond list rather 

ality, where improvement is 
rtening maturities. 


Wilkinson’s chapter on corre- 


bank relationships is timely, 
y as our interbank relation- 
ive not assisted generally in 
¢ bank investment policies. 
- correspondent bank should 
management of its 
r bank’s portfolio, as the author 
it, it can render a real service 
lential nature by drawing on 
investment experience and 
loser proximity to financial 
lhis chapter does not appear 
enough. Certain large banks 
ring valuable supervisory 


| 
me tne 


through suitable investment 
ind analysis and through group 
ion meetings for correspond- 


of similar size with the same 


ent problems; and are offering 
vpoints of economists and in- 


specialists. As the bank in- 


nt problem is relatively new, 
ined investment bank men are 
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available; the lack of written material 
on bank investments bears out this fact. 
The author’s opinion on the effective- 
ness of the work of the city bank’s in- 
vestment specialist, and its possible 
future development along lines some- 
what akin to the credit department of a 
large bank, would have been interesting. 
Mr. Wilkinson believes that a large 
part of the responsibility for the bank’s 
investment policy should rest with the 
bank executive handling the invest- 
ment portfolio. The relationship of this 
officer with the board of directors of 
the bank and the board’s responsibility 
for determining a proper investment 
program are questions perplexing many 
bankers today. The setting up of proper 
reserves in the bond portfolio, the 
spacing of maturities, the quality of 
bonds, diversity by classes of securities 
and their locations, standardized com- 
mitments, size and number of items in 
the portfolio, regular and special re- 
views of the investment list by outside 
sources, all present that 
tie in directly with the bank’s perform- 
ance budget for which the board of 
directors has a direct responsibility. 
The author comments on the Comp- 
troller of the Currency’s recent regula- 
tions for bank investments, and points 
to the possible conflict of these rulings 
with future Federal Reserve invest- 
ment policies for banks. His proposed 
improvements for future investment 
regulations emphasize the difficulty of 
defining a bank investment when no 
suitable definition can be found to con- 
vey the meaning and possible ramifica- 
tions of new regulatory measures. 
Legislation, he believes, is not the way 
out. Proper supervision and intelligent 
education of the banker to the dangers 
of speculative investment programs 
and unsound bank management are 


problems 
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possibilities for improving bank invest- 
ment policies. 
Conclusion: The Banker’s Problem 

In conclusion, any appraisal of recent 
publications on bank management 
should consider that banking in the 
United States has undergone a great 
During the depression years 


} 


change. 
our monetary system experienced a 
series of elaborate alterations that were 
of greater consequence than changes 
made in the system during the previous 
century. The powers of the government 
over the money market and credit 
qualitative and 
tremen- 


machinery through 
quantitative controls have 
dously increased the authority and 
influence of our money managers and 
our bank supervisory agencies. 

Today many new problems confront 
the banker. The devaluation of the 


dollar and in turn the tremendous 


influx of gold to the United States 
created huge excess reserve balances. 
The deficit financing of the government 
has built up deposits far in excess of 
legitimate business needs. With the 
demand for loans failing to revive, 
banks have become primarily investing 
institutions instead of lending agencies. 
Lack of earnings presents the greatest 
problem to the banker. Whether the 








eview 


banker can uncover new and profitabl. 
outlets for his funds with comparative 
safety is a difficult question. Terp, 
loans and small personal loans presen; 
many uncertainties. By retiring th. 
national bank notes, the Secretary 
of the Treasury removed the lay 
important difference between the po. 
tional and state banking systems 
Efforts to nationalize the Federal 
Reserve Banks are under consideration, 
and some authorities are advocat- 
ing the nationalization of credit and 
banking. 

Under such circumstances, the bank- 
er’s methods of operation must change 
to meet new conditions. The ability 
to give service depends on a prompt 
adjustment of banking facilities to new 
influences in the banking field. It be- 
hooves our graduate schools, banking 
commissions, and the banks themselves 
to lend their support and encourage 
ment to any study that will afford 
conception of the present controls and 


the probable consequences of new 
banking methods within our banking 
system. 

In view of the rapidity of new bank- 
ing developments, the banker of the 
future will have to give more attention 
to current writings on banking ar 


credit. 
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Public Finance 


*Federal Tax Course. 1939 edition. New 
York: Prentice-Hall, Inc. $5.00. 

Fowler, John Francis, Jr. Revenue Bonds: 
The Nature, Uses, and Distribution of 
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Fully Self-Liquidating Public Loans. New 
York: ‘eomea Brothers. 261 pp. $3.00. 


*Tili wil State of, Department of Public 
Wel ong Illinois Plan of Fiscal 
Control e Division of Old Age Assist- 


ance by ohn C. Weigel and Fletcher C. 

Kettle. 68 pp. Twenty Years After: The 

Cost of Pu blic Welfare . 79giS and 1 

g = Weigel. pp. 

*Jac by, Ne 1 H. Retail : Sales Taxation. 
Chicago: Com Clearing House. 
381 pp. $3.50. 


3 
*Montgomery, 


merce 


Robert H. and others. 
Revised edition. 
Press Company. 


‘ederal Tax Practice. 


f 
New York: The Ronald 


Local Governments in Georgia. Athens: 
¢ 


University of Georgia Press. 367 pp. 


$1.50 
*Sales Taxes: A Digest of 25 State Laws in 23 
States. Washington: American Retail 


*Shevit, Frank H. The Income Tax 
Simplifier. New York: B. C. Forbes 
Publishing Company. $1.00. 

Bryce Martin and others. Plan- 

Administration of Unemploy- 

ment Compensation in the U nited States. 

New York: Industrial Relations Coun- 

77 PPp- $4.00. 


Stewart, 


, 
ning and 


*Barnes, Irston R. Cases on Public Utility 
Recgulation. New York: F. S. Crofts & 
Company. 1004 pp. $7.00. 

*Behling, Burton N. Competition and 


Monopoly in Public Utulity Industries. 
Urbana: University of Illinois Press. 
187 $2.50. . 

*Dockeray, James Carlton. Public Utility 
Taxa Ohio. Columbus: Ohio State 


University Press. 200 pp. $2.40. 


*Crum, William L. and others. /ntroduction 


to Econon Statistics. New York: 
McGraw-Hill Book Company, Inc. 434 
$4 
*Riggleman, John R. and Frisbee, Ira N. 
Bust Sta cs. Second edition. New 


York: McGraw-Hill Book Company, 
Inc. 808 pp. $4.00. 

*Waugh, Albert E. Laboratory Manual ang 
Problems for Elements of Statistical 
Method. New York: McGraw-Hill Book 
Company, Inc. 181 pp. $1.50. 


Transportation and Communication 


*Locklin, D. Philip. Economics of Trans. 
portation. Revised edition. Chicago: 
Business Publications. 873 pp. $4.00. 

Palmer, Harold. Investment Salvage ip 
Railroad Reorganization. New York: 
Harper & Brothers. 147 pp. $2.00. 


General and Miscellaneous 


Allen, R. G. D. Mathematical Analysis for 
Economists. New York: The Macmillan 
Company. 564 pp. $9.00. 

Beighey, D. Clyde and Spanabel, Elmer E. 
Economic and Business Opportunities. 
Philadelphia: John C. Winston Com- 
pany. 610 pp. $1.92. 

*Bonneville, Joseph Howard and Dewey, 
Lloyd Ellis. Organizing and Financing 
Business. Second revised edition. New 
York: Prentice-Hall, Inc. 517 pp. $5.00. 

*Kirsh, Benjamin S. in collaboration with 
Harold Roland Shapiro. Trade Associa 
tions in Law and Business. New York: 
Central Book Company. $5.00. 


FOREIGN PUBLICATIONS 
RECEIVED 

Copenhagen Business Research Bureau. 
Standard Figures of Scandinanan Dis- 
tribution. Part I. Copenhagen: The 
Bureau. 30 pp. 

Dhonau, May L. Decentralisation 1n Govern- 
ment Departments. London: Institute of 
Public Administration. 158 pp. 6/-. 

Montgomery, Arthur. How Sweden Over 
came the Depression. Stockholm: Alb. 
Bonniers Boktryckeri. 91 pp. 

Possony, Stephen. To-morrow’s War. Lon- 
don: William Hodge & Co., Ltd. 255 pp: 
8/6. 

Rousse: 1ux, Paul. Les Mouvements de Fond 
de l’Economie Anglaise 1800-1913. Lov- 
vain: Institut de Recherches [conom- 
iques. 299 pp. 
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